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HOLDING MEGABANKS ACCOUNTABLE:
AN EXAMINATION OF WELLS FARGO’S
PATTERN OF CONSUMER ABUSES

Tuesday, March 12, 2019

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 10:08 a.m., in room
2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the committee] presiding.

Members present: Representatives Waters, Maloney, Velazquez,
Sherman, Meeks, Clay, Scott, Green, Cleaver, Perlmutter, Himes,
Foster, Beatty, Heck, Vargas, Gottheimer, Gonzalez of Texas,
Lawson, Tlaib, Porter, Axne, Casten, Pressley, McAdams, Ocasio-
Cortez, Wexton, Lynch, Adams, Gabbard, Dean, Garcia of Illinois,
Garcia of Texas; McHenry, Wagner, Lucas, Posey, Luetkemeyer,
Huizenga, Duffy, Barr, Tipton, Williams, Hill, Zeldin, Loudermilk,
Mooney, Davidson, Kustoff, Hollingsworth, Gonzalez of Ohio, Rose,
Steil, Gooden and Riggleman.

Chairwoman WATERS. The Financial Services Committee will
come to order. Without objection, the Chair is authorized to declare
a recess of the committee at any time.

Today’s hearing is entitled, “Holding Megabanks Accountable: An
Examination of Wells Fargo’s Pattern of Consumer Abuses.”

I now recognize myself for 4 minutes to give an opening state-
ment.

Today, we examine Wells Fargo’s egregious pattern of consumer
abuses. Our witness today is Mr. Timothy Sloan, President and
Chief Executive Officer of Wells Fargo & Company. I would like to
begin by recounting some of Wells Fargo’s recent harmful actions
of which we are aware.

Between 2011 and 2016, Wells Fargo fraudulently opened mil-
lions of unauthorized accounts, costing their customers millions of
dollars. In September 2016, the Consumer Financial Protection Bu-
reau (CFPB), the Office of the Comptroller of the Currency (OCC),
and the Los Angeles City Attorney imposed a collective $185 mil-
lion fine.

From 2006 to 2016, the bank charged servicemembers illegal
fees, failed to disclose their active-duty status in eviction pro-
ceedings, and unlawfully repossessed their vehicles, resulting in a
$20 million fine and $10 million returned to servicemembers.
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From 2005 to 2016, the bank charged customers for automobile
insurance policies they did not need, resulting in some customers
going into default and losing their vehicles.

From 2013 to 2017, Wells Fargo inappropriately charged prospec-
tive home loan borrowers fees for extending the period for a mort-
gage interest rate lock. Together, these abuses led to a collective
fine of $1 billion by the CFPB and the OCC.

In 2017, the OCC and the SEC, respectively, found that Wells
Fargo or its subsidiary failed to comply with anti-money laundering
laws. The SEC also found that from 2009 to 2013, Wells Fargo ad-
visers unlawfully sold complex financial products to retail inves-
tors, reducing their investment returns. Recently, Wells Fargo self-
reported that between 2010 and 2018, the bank erroneously denied
or failed to offer modifications to customers, resulting in over 500
people losing their homes.

What this long but impartial list makes clear is that Wells Fargo
is a recidivist financial institution that creates widespread harm
with a broad range of offenses. What’s more, this misconduct ap-
pears to persist, with The New York Times reporting Saturday that
Wells Fargo’s employees continue to see internal rule-breaking to
meet aggressive sales goals.

In 2018, the Federal Reserve Board imposed a cap on the bank’s
growth, which remains in place today. But this punishment and
the fines imposed have not changed the bank’s behavior, and Wells
Fargo continues to rake in huge profits.

Also concerning is that Wells Fargo’s regulators seem unwilling
to take forceful actions against the bank, but instead are weak-
ening the Dodd-Frank Act safeguards which protect consumers and
the economy from large firms like Wells Fargo. This includes dilut-
ing big bank capital liquidity, leverage and stress-testing require-
ments, and the Volcker Rule’s ban on gambling with taxpayers’ de-
posits.

This committee will scrutinize what is happening at megabanks
like Wells Fargo, and at the regulators who oversee them. Wells
Fargo’s ongoing lawlessness and failure to right the ship suggests
the bank, with approximately $1.9 trillion in assets and serving 1
in 3 U.S. households, is simply too-big-to-manage.

Mr. Sloan, this committee is putting consumers first and holding
financial institutions accountable. We will expect you to be forth-
coming.

And now, the Chair recognizes the ranking member of the com-
mittee, the gentleman from North Carolina, Mr. McHenry, for 4
minutes for an opening statement.

Mr. McHENRY. I thank the gentlelady for yielding.

For several years now, we have been hearing about all sorts of
mismanagement and misconduct with Wells Fargo. In fact, just
yesterday we learned the Securities and Exchange Commission is
taking due action against your advisory business.

Each time a new scandal breaks, Wells Fargo promises to get to
the bottom of it. It promises to make sure it doesn’t happen again.
But then a few months later, we hear about another case of dis-
honest sales practices or gross mismanagement, another case of a
consumer who has been harmed by the bank’s business practices.
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In fact, since 2016, the bank has entered into settlements with
every single one of its Federal regulators: the Consumer Financial
Protection Bureau; the Commodity Futures Trading Commission;
the Office of the Comptroller of the Currency; the Federal Reserve;
and the Securities and Exchange Commission.

The various settlements required the bank to develop plans to
identify and remediate customers who were harmed. The orders
also require the bank to address internal deficiencies. The bank is
still in the process of complying with the terms of those settlements
noY, }?1/2 years since the unauthorized account scandal first came
to light.

And we know several of the consent orders are still active be-
cause of the bank’s inability to develop a sufficient customer reme-
diation plan. These are the facts.

In October of last year, Comptroller of the Currency Joseph
Otting testified before the Senate Banking Committee that the
OCC was “not comfortable with Wells’ remediation progress to
date.” Meanwhile, you announced that the bank is expected to re-
main under the Fed’s unprecedented asset cap, at least until the
end of the year.

So obviously, the bank has a ways to go before the Federal Re-
serve is satisfied. Furthermore, I am concerned that we don’t know
with certainty how many consumers were affected, what business
lines were implicated, and the full extent of the damage. We still
don’t have a full picture of how many customers were harmed and
whether they have been made whole.

Every single member of this committee has constituents in their
State who were impacted by Wells Fargo. The bank’s behavior has
real-world consequences. Our constituents should be able to trust
their own bank. Some of them don’t have access to an alternative.

We know you have taken steps in the right direction, Mr. Sloan.
Some were mandated by regulators, actually, in fact, most were
mandated by the regulators, and others were imposed by you in
your 2% years as Chief Executive.

For example, just 3 of the 10 members of the Wells Fargo Oper-
ating Committee who were in place in February of 2016 remain
there today. You hired a new Chief Risk Officer and a new Chief
Compliance Officer. That is progress, but obviously it hasn’t been
enough to satisfy your regulators.

So I want to use this hearing today to get your commitment as
the leader of this corporation that you will do what is necessary to
make sure this does not happen again. I want to know more about
the internal controls you put in place to address the history of
gross mismanagement.

I want to know specifically how you are changing the culture at
Wells Fargo. These bad acts don’t conform with the strong legacy
that I know of Wachovia and First Union in my home State.

Be assured, though, this is not the end of the conversation. This
is an important hearing, and you will hear bipartisan criticism of
the actions you have taken and the failures that you have overseen
under your watch. I yield back.

Chairwoman WATERS. The Chair now recognizes the Chair of our
Subcommittee on Oversight and Investigations, Mr. Green, for one
minute.
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Mr. GREEN. Thank you, Madam Chairwoman. I thank the wit-
ness, as well.

Mr. Sloan, you became the CEO of Wells on October 12, 2016.
We need to know what you know and when did you know it. Here
is why: On September 8, 2016, the Consumer Financial Protection
Bureau issued a consent order which found that from January 1,
2011, to September 8, 2016, thousands of Wells Fargo employees
opened deposit accounts for existing customers without their con-
sent, submitted credit card applications in the names of customers
without their consent, enrolled customers in online banking serv-
ices without their consent, and requested debit cards for customers
without their consent.

The question that we need to have answered is, is there a culture
of corruption at Wells? I yield back.

Chairwoman WATERS. The Chair now recognizes the sub-
committee ranking member, Mr. Barr, for one minute.

Mr. BARR. Thank you, Madam Chairwoman.

Mr. Sloan, thank you for appearing today, and let me be blunt:
You are here today because Wells Fargo mistreated and defrauded
its customers. As a consequence, your bank is operating under con-
sent orders and a damaged reputation.

But Wells Fargo’s reputation is not my chief concern. The bank’s
actions have given a voice to those who want to unfairly taint the
reputation of the entire banking sector, including the community
bankers who serve the people of Central and Eastern Kentucky
with the highest of integrity.

Your bank’s misconduct has fueled the kind of unfair, hyperbolic,
and anti-bank rhetoric that you will hear today, which threatens
access to capital, job creation, and economic growth.

Today is your chance to convince this committee and our con-
stituents that you are going above and beyond to make things right
and bring your bank in line with industry standards to restore not
only Wells Fargo’s reputation, but the reputations of the vast ma-
jority of banks in America who serve their customers with profes-
sionalism, integrity, and the highest ethical standards.

While I recognize you have taken significant steps to compensate
customers who were harmed, the Fed’s asset cap is still in place
and several consent orders are still active. So clearly, there is more
work to do. I look forward to your testimony, and I yield back.

Chairwoman WATERS. I want to welcome to the committee Tim-
othy J. Sloan, President and Chief Executive Officer of Wells Fargo
& Company. Mr. Sloan has been the Chief Executive Officer of
Wells Fargo & Company since October 12, 2016, and its President
since November 17, 2015. Mr. Sloan also served as the Chief Oper-
ating Officer at Wells Fargo from November 17, 2015, to October
12, 2016, where he oversaw the community banking division that
we will be discussing today.

Prior to his appointment as President and Chief Executive Offi-
cer, Mr. Sloan held a variety of positions at Wells Fargo over his
31-year career at the company, including as Chief Financial Offi-
cer, and leading the company’s wholesale banking businesses.

Without objection, your written statement will be made a part of
the record. Before we begin, I would like to swear the witness in.

[witness sworn]
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Chairwoman WATERS. Thank you. Let the record show that the
witness answered in the affirmative.

Mr. Sloan, you will have 5 minutes to summarize your testimony.
When you have 1 minute remaining, a yellow light will appear. At
that time, I would ask you to wrap up your testimony so that we
can be respectful of the committee members’ time.

So, Mr. Sloan, you are now recognized to present your oral testi-
mony.

TESTIMONY OF TIMOTHY J. SLOAN, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, WELLS FARGO & COMPANY

Mr. SLOAN. Thank you. Chairwoman Waters, Ranking Member
McHenry, and members of the committee, good morning, and thank
you for this opportunity to discuss the transformation at Wells
Fargo and the progress we are making to work to become the most
customer-focused and innovative Wells Fargo ever.

The past few years have been a very difficult time in Wells Far-
go’s storied history. When I became CEO more than 2 years ago,
our bank was facing unprecedented and well-deserved scrutiny. I
pledged to look back years to examine every business at Wells
Fargo to ensure that no similar problems existed anywhere else in
the company.

We discovered issues that we needed to address. Every one of
those was a disappointment to me, but when I stepped into this
role, I promised that accountability and transparency would define
our efforts, and they have.

Above all, Wells Fargo is committed to making things right for
our customers and to earning back the public’s trust. We are dedi-
cated to compensating every customer who suffered harm because
of our mistakes. We continue to proactively identify customers, con-
tact them, and compensate them appropriately.

For the retail sales practices issue, for example, we looked back
more than 15 years, reviewed 165 million accounts, contacted more
than 40 million customers via 246 million individual communica-
tions, and have provided tens of millions of dollars in compensation
to our customers to date. We are taking responsibility for any fees
customers should not have been charged, and for related effects,
such as impacts on credit scores.

Our guiding principle has been to err on the side of customers
and we are taking an overly inclusive approach in doing so. To be
sure, getting this right for each customer takes time, longer than
I would like, frankly. We make every effort to refund customers for
mistakes as soon as we discover them. But mistakes do not affect
every customer in the same way, so we developed processes for tak-
ing customers’ individual circumstances into account to ensure that
we fully compensate them.

Solving past problems is not enough; we must also prevent new
ones from developing. Our past problems were the product of an
old decentralized structure, so we have centralized enterprise con-
trols including risk, finance, and human resources, and have hired
impressive new leaders, many from outside the company, to over-
see them. We have also added more than 3,000 new risk profes-
sionals. Changes like these enable us to avoid errors, identify
issues earlier, and address them faster.
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Our Board of Directors has undergone a similar transformation.
In the past 2 years, we have refreshed the board with seven new
independent directors. Our new board Chair, Betsy Duke, is a
former Federal Reserve Governor and is the first woman to Chair
a major U.S. financial institution.

Our corporate culture has substantially improved. Team mem-
bers see this improvement in the elimination of product sales goals
that contributed to the unauthorized accounts problem. They see it
in a performance evaluation system that prioritizes serving cus-
tomers and managing risk.

They see it in enhanced leave and increased compensation, in-
cluding a new $15 per hour minimum wage. They see it in re-
stricted stock rights granted to approximately 250,000 team mem-
bers in 2018 to recognize their commitment to the company’s future
success. And they see it in a corporate culture that encourages
team members to speak up without fear of retaliation when they
see a problem.

By the end of 2018, these and other changes helped us bring our
team member voluntary attrition down to its lowest level in 6
years. All of this enables us to serve the one-third of American
households who bank with Wells Fargo.

I am proud that our customer experience and customer loyalty
scores are now at their highest levels in the past 2%z years. And
I am especially proud that Wells Fargo is deepening its commit-
ment to underserved communities, including $185 billion in com-
mitments to support African-American and Hispanic homeowner-
ship.

We are using the resources of a big bank to make a big dif-
ference. The past few years have reinforced to us that our company
does well by doing right. And doing right does not stop with simply
repairing harm and rebuilding trust. We have more work to do and
that is an ongoing commitment by all of Wells Fargo’s 260,000
team members, starting with me, to put our customers’ needs first,
to act with honesty and integrity and accountability, and to strive
to be the best bank in America.

Thank you again for this opportunity, and I look forward to your
questions.

[The prepared statement of Mr. Sloan can be found on page 80
of the appendix.]

Chairwoman WATERS. Thank you very much.

Wells Fargo’s 2018 10-K reports show that, in accordance with
the Consumer Bureau’s and the OCC’s April 2018 auto insurance
and mortgage rate lock consent orders, the bank submitted to the
regulators an enterprise-wide compliance plan, a plan to enhance
the bank’s internal audit program, and plans to remediate cus-
tomers affected by these matters. According to the consent orders,
the required plans are subject to the Consumer Bureau’s and the
OCC’s review and determination of non-objection.

Has the OCC indicated its non-objection to the bank’s compliance
audit on customer remediation plans? Has the Consumer Bureau
indicated its non-objection?

Mr. SLoAN. Madam Chairwoman, I can’t respond specifically to
your question, because that would mean that I would be disclosing
confidential supervisory information that has been shared with us
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by both the OCC and the CFPB. But I can assure you that we are
working very constructively with what we have in place and we are
executing that plan that reflects the fundamental changes that I
have made since I have become the CEO.

Chairwoman WATERS. Thank you very much.

For those who are listening, I am simply asking whether or not
the bank is in compliance, based on reviews that are done by the
OCC and the Consumer Bureau, and you heard that answer—

Mr. SLoAN. We are in compliance with those plans. Excuse me.

Chairwoman WATERS. Thank you.

During an October 2, 2018, hearing before the Senate Banking
Committee, Comptroller of the Currency Joseph Otting testified
that the OCC was not comfortable with Wells Fargo’s remediation
progress to date. Has the bank disclosed to investors the status of
the plans that it submitted to the OCC and the Consumer Bureau,
including whether the regulators have raised any objections to the
bank’s submitted plans?

Mr. SLOAN. Again, we cannot disclose confidential supervisory in-
formation in terms of the give-and-take that we have with either
the OCC or the CFPB. But I can assure you that we have plans
in place and we—

Chairwoman WATERS. Thank you very much.

On February 2, 2018, the Federal Reserve, in response to recent
and widespread consumer abuses and other compliance break-
downs, issued an order restricting Wells Fargo’s asset growth until
it sufficiently improves its governance and risk management. In
announcing the order, the Federal Reserve stated that in recent
years, Wells Fargo pursued a business strategy that prioritized its
overall growth without ensuring appropriate management of all
key risks.

The firm did not have an effective firm-wide risk-management
framework in place that covered all key risks. This prevented the
proper escalation of serious compliance breakdowns to the Board of
Directors. Mr. Sloan, are you aware of the Federal Reserve restrict-
ing the asset growth of any other large bank holding company
under its supervision other than Wells Fargo?

Mr. SLOAN. No, I am not.

Chairwoman WATERS. Okay. Given the unprecedented nature of
the Federal Reserve growth restriction which remains in place
today, is Wells Fargo simply too-big-to-manage?

Mr. SLOAN. No, we are not. And I think that the changes that
I described in my opening statement in terms of fundamentally re-
organizing the company, centralizing our risk and control func-
tions—

Chairwoman WATERS. Thank you very much.

Mr. SLOAN. —changing leadership—

Chairwoman WATERS. I only have a few minutes here.

In your October 4, 2017, testimony to the Senate Banking Com-
mittee, you stated that you have the knowledge, ability, and sup-
port to make changes at Wells Fargo; indeed, you testified that you
have been making changes at this company for 30 years, including
fundamental changes as CEO.

Since you gave that testimony, Federal regulators have an-
nounced several enforcement actions relating to customer abuses at
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Wells Fargo. The Federal Reserve, in February 2018, imposed,
again, an unprecedented asset freeze on the bank. On and on and
on, with all of this experience and the length of time that you have
been there, and the roles that you have played, you have not been
able to keep Wells Fargo out of trouble. You keep getting fined.
Why should Wells Fargo continue to be the size that it is or should
it be downsized? Or what else could be done?

Mr. SLoAN. Well, I believe that Wells Fargo serves our 70 million
customers and one out of three U.S. households in a very effective
way today. And I think the way in which we serve our customers
is reflective of the changes that I have made since I have become
CEO, not only in terms of the fundamental changes that I have
mentioned in addressing past issues, but also in terms of the new
customer capability, customer focus—

Chairwoman WATERS. Thank you very much, Mr. Sloan, I appre-
ciate that. All of the changes that you said that you have made are
not evident. And you do not have the kind of customer satisfaction
to which you are alluding. Again, is Wells Fargo too-big-to-manage?

With that, I will yield to the gentleman on my right, Mr.
McHenry.

Mr. MCHENRY. Mr. Sloan, I mentioned in my opening statement
that you have been fined by every one of your Federal regulators.
You have entered into consent decrees with every one of these Fed-
eral regulators. So how many consent decrees total have you en-
tered into?

Mr. SLOAN. It is my count that we have approximately 14 that
are open right now.

Mr. McHENRY. Fourteen. How many customer accounts are we
talking about?

Mr. SLOAN. Related to what?

Mr. McHENRY. Well, you define it.

Mr. SLOAN. It depends on the underlying issue. For the retail
sales practices issue, we engaged an outside third party to look at
over 165 million accounts, and what we concluded was that there
could have been, but not necessarily were, up to 3.5 million ac-
counts that were opened inappropriately.

Mr. McHENRY. Okay.

Mr. SLoaN. We have reached out to those customers, and my
guess is that once we complete that remediation the number will
be smaller than that, but I do not know what the number is.

Mr. McHENRY. So, when do you plan to complete that remedi-
ation on those 3.5 million customers?

Mr. SLOAN. I'm sorry?

Mr. McHENRY. When do you plan to complete that remediation
for those 3.5 million customers?

Mr. SLOAN. We have completed that remediation for those cus-
tomers. In addition, we have entered into the settlement of a class
action suit, and customers have an additional opportunity to be
part of that suit. And then once those payments are made, we will
have a better idea in terms of numbers.

Mr. McHENRY. So, 14 separate consent decrees with your regu-
lators. You talk about confidential supervisory information, that
means you have ongoing conversations with your regulators that
you can’t disclose to us in a public setting. We understand the law.
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We constructed that law, we created these regulators, and so that
means you have ongoing conversations.

So let me just ask this broad question: You are the CEO of a
major American company, so does the buck stop with you?

Mr. SLOAN. Absolutely.

Mr. McHENRY. So what are you doing to change your culture? In
your 2% year- reign, I can hold you accountable to the public, and
your shareholders and your Board of Directors should hold you ac-
countable, and are, for your actions as CEO. What are you doing
to change the culture?

Mr. SLOAN. The first thing that I did when I took the responsi-
bility as CEO is to take responsibility for our past actions.

Mr. McHENRY. How are you changing that front-line culture,
those people that my constituents interact with in a branch bank
in North Carolina, how are you changing that culture? Because
those are the ones—not North Carolina interestingly, but those
broadly across your footprint, established Wells footprint, those are
the ones who took the action. How are you changing that culture?

Mr. SLOAN. In our retail banking business, this is what we have
done. We have changed the leadership. We ended the incentive
plan that drove inappropriate behavior, we increased the amount
of training that we give to our team members called “Change for
the Better.” We have improved the products and services that we
have been encouraging them to work with their customers over.
And we have also delegated more responsibility for them in terms
of resolving customer issues. The feedback that we get from—

Mr. McHENRY. I understand the feedback, we have it in your
written statement. So can you give me your personal assurance
that this is the end of customer harm?

Mr. SLOAN. I can’t promise you perfection, but what I can prom-
ise you is that the changes that we have implemented, the sub-
stantive changes that we have implemented since I became CEO
are going to prevent them from occurring as best we can. Central-
izing our risk and control functions is a fundamental change in our
company. The way that we get information today is different than
we got information before.

Mr. McHENRY. You have been fined $4 billion.

Mr. SLOAN. I'm sorry?

Mr. McHENRY. You have been fined by your Federal regulators
for $4 billion. Do you think that is sufficient or adequate?

Mr. SLoAN. I think that the reputational damage that our com-
pany has endured because of our mistakes has created significant
damage to the company and it is my job as CEO to make sure
things change, and they are changing.

Mr. McHENRY. Okay. Your personal assurance?

Mr. SLOAN. Yes.

Mr. McHENRY. You have entered into 14 consent decrees by what
you just said publicly. Can you give this committee and the public
assurance that you will comply with all of those consent decrees on
a going-forward basis?

Mr. SLOAN. I absolutely will.

Mr. MCHENRY. And you will give your personal attestation that
you will follow those consent decrees?

Mr. SLOAN. Our team is working very hard to respond to all—
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Mr. McHENRY. Will you give us that assurance that you will fol-
low the letter of the regulators’ consent decrees entered into with
your bank?

Mr. SLOAN. We will do our absolute best to comply with—

Mr. MCHENRY. And is this the end of scandal at Wells? Are we
going to see more headlines coming up? Are we going to have an-
other hearing about this?

Mr. SLOAN. I can’t control the media, but—

Mr. MCHENRY. Are your customers going to hear of more bad ac-
tions taken by your company?

Mr. SLOAN. There is nothing else that I am aware of that we
haven’t disclosed, and we changed the standard of disclosure at
Wells Fargo after I became CEOQO. It is not materiality of level of
disclosure anymore; it is one of reputation.

Chairwoman WATERS. The gentlewoman from New York, Mrs.
Maloney, Chair of our Subcommittee on Investor Protection, Entre-
preneurship and Capital Markets, is recognized for 5 minutes.

Mrs. MALONEY. Good morning.

Mr. SLOAN. Good morning.

Mrs. MALONEY. And welcome.

Mr. Sloan, on page five of your testimony under the heading,
“Corporate Citizenship,” you share, “Our commitment to helping
address some of the country’s most pressing social and economic
issues is only growing.”

I would like to talk to you about corporate citizenship. I went to
your website and looked up your environmental, social, and govern-
ance guide, and it is an impressive list of corporate citizenship poli-
cies.

To take one example, Wells Fargo’s human rights statement says
that your company is committed to respecting human rights and
that, “This effort is done with the understanding that in some cir-
cumstances, we may go above and beyond what the law and indus-
try standards require.” Does that all sound accurate, yes or no?

Mr. SLOAN. It does.

Mrs. MALONEY. Great. Now, I want to take you back to February
14, 2018. That was the day a lone gunman opened fire at a high
school in Parkland, Florida, and killed 17 children and staff mem-
bers with an AR-15-style semi-automatic rifle.

After this horrific massacre, two of your biggest competitors,
Citibank and Bank of America, adopted new policies to ensure re-
sponsible lending in their businesses with the gun industry. Under
the Citi policy, all of the bank’s business partners in the gun indus-
try must require a background check before they sell a firearm and
they must prohibit the sale of firearms to teenagers. These are
commonsense policies that will increase public safety, and they are
also smart business decisions.

Yet, when asked about your competitors’ new policies, a Wells
Fargo spokesman said that progress on these issues had to be
made through the legislative process, that your company would not
go above and beyond what the law required.

But as we have already seen when I read your human rights
statement, in some cases your bank does go above and beyond what
the law requires. And to make it worse, last October, Wells Fargo
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issued a new $40 million line of credit to the manufacturer of the
exact gun that was used to kill 17 people in the Parkland shooting.

So, I have two questions for you. First, why does Wells Fargo
continue to put profits over people by financing companies that are
making weapons that are literally killing our children and our
neighbors?

And, second, why are you willing to go above and beyond what
the law requires on some issues like human rights, but not go
above and beyond the law when it comes to financing the gun in-
dustry? How bad does the mass-shooting epidemic have to get be-
fore you will adopt commonsense gun safety policies like other
banks have done?

Mr. SLoAN. Congresswoman, we don’t put profits over people. We
bank many industries across this country. We do our best to ensure
that all of our customers whom we bank follow the laws and regu-
lations that are in place on a local and a State and a national level.

Mrs. MALONEY. But—

Mr. SLOAN. My view, our view, is that we don’t think it is—

Mrs. MALONEY. Reclaiming my time, because my time is almost
up, but why are you willing to go above and beyond what the law
requires for human rights, but not for gun safety? Why is one more
important than the other?

Mr. SLoAN. That isn’t the case. We just don’t believe that it is
a good idea to encourage banks to enforce legislation that doesn’t
exist.

Mrs. MALONEY. Well, you go—

Mr. SLOAN. I view that as your responsibility and not mine.

Mrs. MALONEY. —above and beyond the law in others.

Second, very quickly, as my time is almost up, as part of a mas-
sive scandal uncovered in 2016 where Wells Fargo defrauded mil-
lions of customers by opening more than 3.5 million fake accounts,
Wells Fargo attempted to force its customers, when they sought
justice, into arbitration. If investors deserve to seek justice and ac-
countability through the civil justice system, why do you think that
Wells Fargo customers don’t deserve the same treatment?

May he answer, Madam Chairwoman?

Mr. SLOAN. I'm sorry, am I able to answer the question?

Chairwoman WATERS. Please, take a minute to answer.

Mr. SLOAN. Sure. Congresswoman Maloney, we took your advice
that you gave my predecessor in the last hearing. That is, you
asked us in the instance of retail sales practices to go beyond just
a couple of years. That is why we went back more than 15 years
to make sure that we were able to capture all of the potential cus-
tomers who were harmed. We thought that was a very good idea.

And as I mentioned in my opening statement, we have looked at
more than 165 million accounts, contacted more than 40 million
customers through 264 million interactions, to make sure that we
have made things right for them, and I believe we have.

Mrs. MALONEY. Okay. Thank you.

Chairwoman WATERS. The gentlewoman from Missouri, Mrs.
Wagner, the vice ranking member, is recognized for 5 minutes.

Mrs. WAGNER. I thank the chairwoman for yielding.

Good morning, Mr. Sloan.

Mr. SLOAN. Good morning.
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Mrs. WAGNER. I want to start by expressing my continued anger
and frustration that your company was taking advantage of your
customers and our constituents for years. You had a responsibility
to your customers. Placing one’s money and wealth in the custody
of an organization like Wells Fargo is one of the biggest displays
of the public’s trust.

And your company betrayed that trust and took advantage of
customers in order to meet sales performance goals and fraudu-
lently improve earnings and share prices. While you have apolo-
gized, paid millions and billions of dollars in fines, and, after re-
viewing your recently released business standards report, made nu-
merous changes to your corporate structure, I think we can agree
there is still more to be done.

Mr. Sloan, there were over 15,000 accounts in Missouri affected
by misconduct and scandal since 2012. These include many of my
constituents whom I represent. I care deeply about these cus-
tomers.

Have all of these customers been made whole, sir, and not just
for any fees charged, but also for related effects, such as impact on
credit scores and such?

Mr. SLOAN. The answer is yes, by us. And the way that we have
done that is by the extensive outreach that I mentioned in my
opening statement and—

Mrs. WAGNER. Outreach, meaning what?

Mr. SLOAN. Meaning that we looked at 165 million accounts, we
had a third—

Mrs. WAGNER. And they have been made whole and their credit
scores have not been impacted, you have made sure of that?

Mr. SLoAN. We have corrected any improper information that we
provided to the credit bureaus. And in addition to reimbursing cus-
tomers for fees and expenses, we have asked them to come in and
see us to the extent that they felt like there was additional harm.

Mrs. WAGNER. What percentage came in to see you, sir?

Mr. SLOAN. A very small percentage came in to see us, notwith-
standing our best efforts to contact everyone. And then to the ex-
tent that they weren’t satisfied with what our offer was, we hired
a mediator at our expense on their behalf, and we have resolved
all of those customers who have come in. In addition, those cus-
tomers have the ability to take part in the class action settlement
that we have entered into where we have paid $142 million.

Mrs. WAGNER. Thank you. I have limited time. After the scan-
dals that had been brought to light since 2016, Wells Fargo decided
to hire a new Chief Compliance Officer to ensure that the bank is
mitigating risk. I would like to know when that new Chief Compli-
ance Officer was in fact hired and has the new Chief Compliance
Officer been empowered to make changes throughout the company?

Mr. SrLoaN. He has. Mike Roemer was hired and joined us in
January of 2018.

Mrs. WAGNER. In January of 20187

Mr. SLOAN. That is correct.

Mrs. WAGNER. What was going on between 2016 and then? That
is a lot of time before you hired a Chief Compliance Officer, sir.

Mr. SLoaN. That is correct. We had a compliance program that
was in place. It wasn’t working as well as I would have liked. We
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dismissed our—we asked our prior Chief Compliance Officer to step
aside and we went out and I think we have hired the best Chief
Compliance Officer in the industry, who has a demonstrated capa-
bility of—

Mrs. WAGNER. Did the regulators tell you to get rid of your Chief
Compliance Officer?

Mr. SLOAN. No, I made that decision.

Mrs. WAGNER. Yes. In your testimony you mentioned that Wells
Fargo has worked to address the root causes that allowed these
issues to occur in the first place. Mr. Sloan, in your opinion, what
are these root causes? Was there something in your business
model, something in your organizational structure that led to this
malfeasance?

Mr. SLOAN. Well, I think there were a number of root causes,
Congresswoman. First, it was reflective in our decentralized struc-
ture where our control functions were part of our businesses as op-
posed to separate.

I have changed that since I have become CEO. I think it was also
reflective in our retail banking business in an incentive plan that
was much too focused on selling products as opposed to providing
good service and advice.

We have ended that incentive plan and we have a new plan in
place that is being received quite well by not only our team mem-
bers but also by our customers. That is reflective in the improve-
ment in customer service, customer loyalty, and customer experi-
ence scores. The feedback that we get from our team is that those
fundamental changes like that are being very well received.

Mrs. WAGNER. My time is about to expire. I have more questions
about risk management and the board. I hope that some of my
other colleagues will get to that. I thank you for your testimony,
and I yield back, Madam Chairwoman.

Mr. SLOAN. Thank you.

Chairwoman WATERS. Thank you very much. The gentleman
from California, Mr. Sherman, is recognized for 5 minutes.

Mr. SHERMAN. Madam Chairwoman, I thank you for holding this
hearing. This hearing is at least a year, maybe 2 years late, and
I am glad to see that when 3.5 million consumers are adversely af-
fected, that the Financial Services Committee will take that seri-
ously.

Mr. Sloan, this is not a trick question, because I told you in my
office that I would ask it. You have hurt consumers, you have
talked about remediation, but now it is time for you to be in the
vanguard of consumer protection. One way you could do that is to
endorse Representative Carolyn Maloney’s bill on overdraft protec-
tion.

This bill will make sure that overdrafts are reasonable and pro-
portional, that you do not reorder transactions, and that no other
bank reorders transactions in order to increase the amount of fees,
that there are notifications at ATMs, et cetera. I asked your senior
staff to look at the bill, and to advise you. Can you be on the right
side of history and endorse that bill now?

Mr. SLoAN. I think we are already on the right side of history,
because when you look at the changes that—
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Mr. SHERMAN. I am not asking what your practices are, Mr.
Sloan, because even your practices only affect your bank. You have
a powerful lobbying organization in this City. Will your organiza-
tion be on the right side of history?

Mr. SLOAN. Again, I can tell you what we do—

Mr. SHERMAN. No, I am asking what your lobbyists will do, not
what your banking computers will do.

Mr. SLoAN. We don’t have lobbyists who are lobbying on over-
draft protection.

Mr. SHERMAN. Your lobbyists don’t lobby on bills affecting all of
your customers and the bank’s relationship with them? Why do you
pay them?

Mr. SLoAN. Congressman, what I would like to do is describe the
industry leading changes that we—

Mr. SHERMAN. No. Because it is my time, and I asked you wheth-
er you would support the bill, and you are trying to filibuster it by
talking about your practices. Somebody else may ask you that
question. Will your lobbying organization, which you have here to
lobby on bills relevant to your bank—nothing could be more rel-
evant—support this legislation?

Mr. SLOAN. Congressman, I have not spoken to our industry
trade groups about that bill, but I will speak to them about it.

Mr. SHERMAN. Oh, so you will talk about it behind closed doors?

Mr. SLOAN. I would like to talk to you—

Mr. SHERMAN. Okay. I have to go onto the next question.

Mr. SLOAN. This hearing is about—

Mr. SHERMAN. Sir, I need to go on to the next question. You told
the gentlelady from Missouri that you have done full remediation.
It occurs to me that some people had a worse FICO score and
didn’t get a house. They just didn’t qualify.

Now, that house is worth several hundred thousand dollars more
than when they were denied credit. If somebody is in that cir-
cumstance, sure, you will pay for a mediator, but will you enforce
the arbitration provision or will you let them go to court if they
want to go to court?

Mr. SLOAN. They don’t need to go to court.

Mr. SHERMAN. If they want to go to court. You know, the courts
were established by the U.S. Constitution, and these other ways of
dealing with disputes are fine for those people who want them, but
will you force those people into arbitration if they decide that is not
what they want?

Mr. SLOAN. Congressman, in the situation of the retail sales
practices mistakes that we made, our customers don’t need to go
to court because—

Mr. SHERMAN. So you are smart, they are dumb, you have their
interest at heart, they have lawyers, they want to go to court, and
you are telling them they are stupid for wanting to go to court.
Let’s say they want to go to court. Will you force them out of court
by using the arbitration provisions?

Mr. SLOAN. Congressman, I don’t think our customers are stupid,
in fact, I think—

Mr. SHERMAN. Well, then, some of your customers want to go to
court. Are those customers stupid? Or are you going to use your
clever arbitration provisions, applicable to accounts they never
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signed up for, in order to keep them out of court if that is what
they decide they want?

Mr. SLOAN. Congressman, our remediation for customers who
were impacted by retail sales practices is extensive and comprehen-
sive—

Mr. SHERMAN. And you refuse to let people go to court, and you
use your arbitration provision for the account they did sign up for
to keep them out of court with regard to the account they didn’t
sign up for, and then you come before Congress and say, “Oh, but
that is wonderful for the consumer. The consumer must be wrong
if they want to go to court.”

Mr. SLOAN. I didn’t say that, Congressman. What I have been
trying to—

Mr. SHERMAN. Will you let them go to court if that is what they
want? Yes or no?

Mr. SLOAN. We settled 140—

Mr. SHERMAN. I am asking for a yes or no, not a filibuster. That
is the Senate side, not here. Yes or no?

Mr. SLoAN. Congressman, I have answered your question in
terms of—

Mr. SHERMAN. No, you haven’t. I have asked you, yes or no, and
you haven’t given me an answer.

Mr. SLOAN. Congressman, in certain circumstances, we enforce
our arbitration provisions of our customer agreements. In the
case—

Mr. SHERMAN. Even for the accounts they didn’t sign up for?

Mr. SLOAN. Congressman, in the case of sales practices, as I have
mentioned, we have had an extensive remediation effort. Every
customer who has come in to see us, we have resolved their issue.
They have been taken care of.

Chairwoman WATERS. Mr. Sherman, obviously Mr. Sloan is not
going to answer your question. We are going to move on.

Mr. Posey, the gentleman from Florida, is recognized for 5 min-
utes.

Mr. Posey. Thank you, Madam Chairwoman.

Mr. Sloan, they have piqued my interest a little bit talking about
these overdraft fees. They don’t want to have overdraft fees. Does
that mean that people who don’t bounce checks should share the
expense of people who do bounce checks? Am I understanding that
right?

Mr. SLOAN. I think that customers who overdraw their accounts
should be charged a reasonable fee for that. At Wells Fargo, what
we have done is tried to live up to our vision of satisfying our cus-
tomers’ financial needs and helping them to succeed financially by
giving them all the information that we have to be able to manage
their financial situation the best.

So, for example, in May of 2017, we introduced a new capability
called real-time balance alert. It is very simple. You tell us what
balance you want to know about. When your account hits that bal-
ance, we will push out that information to you. That has saved our
customers hundreds of millions of dollars, in the last year and a
half since we have introduced that, of overdrafts. We push out 43
million real-time balance alerts a month.
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In addition, we introduced another capability in November of
2017 called overdraft rewind. We find that more likely than not,
some of our customers will overdraw their accounts the day before
they get paid.

If you have a direct deposit into Wells Fargo on a Friday, and
we know that is happening, and you overdraw your account the
night before, we are not going to charge you that overdraft the next
day, because you are a customer, and we know you are going to go
ahead and get paid. That has saved 2.3 million overdrafts since we
introduced that, again, about a year and a half ago.

We are very pro-consumer in terms of our overdraft policies and
I think that they are industry-leading. If we have information
about our customers that can help them manage their finances bet-
ter and avoid an overdraft, absolutely. But if a customer decides to
overdraw their account on their own, they should have to pay a fee
for that.

Mr. PoOSEY. About how many employees does your bank employ?

Mr. SLOAN. 260,000.

Mr. Posey. Okay. The topics before us today are somewhat com-
plex and I would like to ask you to simplify some matters and tell
the committee the most important lessons that our constituents
should draw from the events and violations that brought you before
the committee today.

Mr. SLoaN. Well, I think, first and foremost, if you see a prob-
lem, deal with it as aggressively and as quickly as you can. And
that is a lesson learned by us and it won’t be repeated.

I think that when you see a fundamental issue in terms of a com-
pany’s organization that needs to be dealt with, even if it means
making massive change in the company, you need to go ahead and
do that. And it also means that if you see leaders who are not liv-
ing up to the standards that you expect for your company, you need
to make changes.

Mr. PoSEY. You testified that the sales culture at Wells Fargo
and the incentives to sell accounts and credit cards contributed to
the violations. Was that a culture unique to Wells Fargo? I mean,
have you had experience with others during the enforcement proc-
ess?

Mr. SLOAN. I can’t speak for our competitors. I think many of our
competitors have incentive plans. I don’t necessarily know whether
they were they were the same or different. I think that our incen-
tive plans, though, went off the rails because it focused too much
in our retail banking business on selling products as opposed to
providing the right advice and service.

In addition, we created a legacy of managers who weren’t man-
aging anymore; they were enforcing incentive plans. We have
changed all that since I have become CEO. That should have never
happened and it won’t happen again.

Mr. Posey. Okay. Looking forward, what are you doing now to
protect your customers from cyber theft?

Mr. SLoAN. From cyber? Well, we are doing two things. One is
that we have hired a very impressive cyber team and we have
cyber threat fusion centers all around the world to monitor cyber
risks for the company. We have invested hundreds of millions of
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dollars, by now billions of dollars in cybersecurity, including having
third parties come in and provide us with ideas.

In addition, we are using artificial intelligence to monitor our
customers’ accounts. So if we see some sort of a transaction that
looks odd for that customer, like maybe you sending a million dol-
lars to a bank account in a country that you have never had a rela-
tionship with, then we would try to surface that for the customer.
There is more to do. I think the biggest risk that American con-
sumers face today is one of imposter fraud.

Mr. PosEY. Thank you.

Chairwoman WATERS. The gentleman from New York, Mr.
Meeks, the Chair of our Subcommittee on Consumer Protection and
Financial Institutions, is recognized for 5 minutes.

Mr. MEEKS. Thank you, Madam Chairwoman.

Hello, Mr. Sloan.

Mr. SLOAN. Good morning.

Mr. MEEKS. Do you realize how serious this scenario is with
Wells Fargo?

Mr. SLOAN. Yes, I do, Congressman.

Mr. MEEKS. Because your predecessor, when he was before us, I
took it that he wasn’t really serious when we talked about the
grievous actions of Wells Fargo and how it affected Main Street. Do
you realize that if someone on Main Street caused such hazardous
results, whether it was stealing their money or conning them, they
would go to jail. That is what they do. They go to jail.

And what you have done, your industry—or I shouldn’t say your
industry, your bank that you have been a part of for 31 years—no
one has paid a punishment at all. People have left. Some still re-
ceived a bonus. People have stayed, as you have, and got promoted.
So when the general public looks at this, they do not see any jus-
tice at all, nothing.

You say that there have been changes. I am looking at a news
report now that just came out last week that says that maybe the
practices that were utilized on these accounts have shifted to your
debt collection procedures, where those who are collecting debt,
going after individuals, they have incentives. They have to be there
for 30 hours and collect X amount—I think it is $45,000—or collect
X amount of money, and one person has been fired. Are you aware
of that?

Mr. SLOAN. Congressman, I am not necessarily familiar with the
news report that you are referring to.

Mr. MEEKS. Well, the news report, and I will refer it to you, is
dated March 9th and it talked about as recently as December,
there was an employee out of your Iowa facility who said that it
is a joke that the climate has changed, and that they have been
fired as a result of this incentive package that was placed on these
employees. Are you aware of that?

Mr. SLOAN. I am not aware of that specific circumstance. But
what I can—we can report to you, Congressman, is that is not—
that is inconsistent with the feedback that we get from our team
members who survey information, through the interaction that I
have with them in our town halls.

Mr. MEEKS. But you do your own debt collections, right?

Mr. SLOAN. I'm sorry?
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Mr. MEEKS. Wells Fargo does their own debt collection?

Mr. SLOAN. In some circumstances, that is correct.

Mr. MEEKS. And in that case, those that do their own debt collec-
tions are exempt from the protections against harassment that is
in the Fair Debt Collection Practices Act.

Mr. SLOAN. That is inconsistent. We follow the laws and regula-
tions of this country.

Mr. MEEKS. But I understand that you, as your bank, since you
don’t hire someone from the outside to collect your debt, you are
not subject to the Fair Debt Collection Practices Act, you are not
subject to them. And so, therefore, the harassment of individuals
to get the debt continues on a regular basis.

Mr. SLOAN. Harassment has no place in Wells Fargo today.

Mr. MEEKS. Well, I am going to refer you to this article on March
9th. It is in The New York Times. I am running out of time, so I
want to go one other step with you.

You would agree, if you are serious, that the egregious actions
of Wells Fargo violated the Community Reinvestment Act (CRA).
Do you agree?

Mr. SLOAN. We have not violated the Community—

Mr. MEEKS. Well, you were downgraded by the OCC from “satis-
factory” to “unsatisfactory,” basically. Correct?

Mr. SLoAN. The ratings that we received under the lending in-
vestment and service test were outstanding, “outstanding” to “un-
satisfactory”—

Mr. MEEKS. You went from “outstanding” to “needs improve-
ment.”

Mr. SLOAN. And that was because—

Mr. MEEKS. A double downgrade.

Mr. SLOAN. That is correct.

Mr. MEEKS. Wasn’t that appropriate?

Mr. SLOAN. Well, I don’t believe it was appropriate.

Mr. MEEKS. Well, then you don’t get it.

Mr. SLOAN. No, I—

Mr. MEEKS. If you don’t believe a double downgrade was appro-
priate when you clearly have admitted all of the fines that you
have had, fraudulent account scandals, and you don’t think a dou-
ble downgrade is appropriate with reference to CRA, you don’t get
it then.

Chairwoman WATERS. He doesn’t get it.

Mr. Luetkemeyer, the gentleman from Missouri, is recognized for
5 minutes.

Mr. LUETKEMEYER. Thank you, Madam Chairwoman.

Mr. Sloan, when your predecessor was here previously—and I
want to remind the committee a little bit about history here—the
initial problems that were disclosed and found by the regulators
were actually reported by the Los Angeles Times. And as a result,
the regulators dropped the ball on this whole situation, and after
the fact, ran into your bank and found some of the stuff that is
going on as a result of these news reports.

The CPPB in particular, even after the other regulators went in,
went in even later than that and found out that there was some
stuff going on and then slapped you with a fine, which I am not
opposing. I think that was appropriate. But my comment at the
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time, and I think it is still appropriate, is that the CPPB, for their
inadequate and lousy regulation, should have been fined, as well.

Because, quite frankly, a lot of the problems that were here, if
it would have been regulated properly, would have been found at
an earlier time, would not have risen to this problem that it is
today and we wouldn’t be here if they would have done their job
in trying to provide the right oversight. So it is unfortunate that
we have a mess on both sides here.

But I guess my question today is, I know in your book here dis-
cussing the situation, “Learning from the Past, Transforming for
the Future,” you identify some root causes. And number two is that
you had a decentralized business model that granted too much au-
thority and autonomy to your community bank, senior management
teams, and deferred too much authority to those individuals, appar-
ently.

I guess that is part of the culture that needed to be changed. And
so I would like for you to describe what you have done differently,
how you have changed the culture? Have you looked at other
banks’ business models and changed it according to them or have
you reinvented the wheel and have your own unique business
model at this time?

Mr. SLOAN. Congressman, what I have done since I became CEO
is that we moved all of the enterprise control functions—so, for ex-
ample, the finance team, the risk team, the human resources team,
the compliance team and so on—that used to be part of our busi-
ness lines, we moved them out of the business units.

S what we get today is a leadership team. What our board sees
is a better check and balance in terms of when there is an issue
that occurs in a business line, we also have a review from one of
the enterprise risk control functions to be able to provide the right
check and balance and to be able to provide information in a much
different way. That is a fundamental change in our company.

When I look across the industry, many other firms in the finan-
cial services industry have also done similar—have made similar
changes. Every financial institution is structured a little bit dif-
ferently. Most of our business is here in the U.S., so that means
we're going to be structured differently than some of our competi-
tors that might have more of an international footprint.

But I think that fundamental change is really making a dif-
ference in terms of how we are dealing with issues today and mov-
ing Wells Fargo forward, and it gives me confidence that the likeli-
hood that there would ever be something like a retail sales prac-
tices issue happening again at Wells Fargo is very low, if not zero.

Mr. LUETKEMEYER. One of the things that I discussed with your
predecessor when he was here was that he was telling us that he
changed the culture. Yet, he kept firing people every year—about
1,000, 2,000 people every year. And I said at some point, you are
not changing the culture if you keep firing people, with regards to
the retail sales problem that you had.

So I guess, my question at this point is, in order to change the
culture, you have to change not only the management, but you also
have to change the way that employees act and behave. Have you
gone through any sort of educational process with your lower level
people who are delivering these services and then the management
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people over them to understand the relationship they need to have
with their customers, how they need to be selling these products,
a{l% what kind of oversight you need to be putting over these peo-
ple?

Mr. SLoAN. We have. We have done that in a number of ways.
One is changing the incentive compensation plan that I had men-
tioned earlier.

But since I became CEO, we have made a number of other
changes. One, we have set out uniform standards to all of our
260,000 team members in terms of how they should interact with
customers, what our expectations are not only in terms of how they
do their jobs every day but also leadership. We have done the same
thing—and it is on one sheet of paper—with all of our managers.

We have changed the incentive plans across the entire company
and we have retrained hundreds of thousands of team members in
Wells Fargo. We started a new—or introduced a new ethics train-
ing that actually was required by every one of our team members
to be taken by February of this year, and I am pleased to say that
99.98 percent of our team members have taken it.

Unfortunately, they have to sit through a 2 minute and 11 sec-
ond video of me describing it, but they have taken it and I think
that is making a fundamental difference in the culture of the com-
pany.

Mr. LUETKEMEYER. Thank you. I yield back.

Chairwoman WATERS. The gentleman from Missouri, Mr. Clay,
Chair of our Subcommittee on Housing, Community Development
and Insurance, is recognized for 5 minutes.

Mr. CLAY. Thank you, Madam Chairwoman, and thank you, Mr.
Sloan, for being here. Are you aware of the Federal Reserve re-
stricting the asset growth of any other large bank holding company
under its supervision?

Mr. SLOAN. I am not aware of any public consent order that is
sifmilar to ours in which our balance sheet was capped as of the end
of 2017.

Mr. CLAY. Okay. And during the October 12, 2018, third quarter
earnings call, you indicated that Wells was planning on operating
under the asset cap through the first part of next year. Again, in
a December 4, 2018, presentation at the Goldman Sachs Financial
Services Conference, you indicated that Wells was still planning on
operating under the asset cap for the first part of next year.

However, the bank’s most recent 10-K, issued on February 27,
2018, states that the company is planning to operate under the
asset cap through the end of 2019. Why did the bank’s assessment
of when the Federal Reserve will lift the asset cap change between
December and February?

Mr. SLOAN. Because we received some additional feedback from
the Federal Reserve as part of our normal give and take, and based
upon that they indicated, and I want to be very careful because I
don’t want to disclose any confidential supervisory information, but
they wanted us to make a little more progress in terms of our im-
provement, required improvements under the order, and based
upon that, we believe it will take us a little bit longer.

We have the same goals and objective as the Federal Reserve
does in terms of improving board governance, which is paragraph
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two of that order, and in improving compliance and operation risk
oversight, which is paragraph three. In fact, I want to go beyond
that. One of the goals that I have set for our team is that we want
to have the best risk management in every one of our risks in the
entire industry.

Mr. CrLAY. Let me ask you about that, the culture at Wells. Here,
in an article yesterday in The Wall Street Journal, whistleblowers
had alleged that financial advisers were pushing clients into inap-
propriate products and were shifting client assets around to gen-
erate greater revenue and bonuses. This was reported yesterday.
How do you respond to that? Is the culture still the same? Have
you all learned anything in the past 2% years?

Mr. SLoAN. We have learned a lot in the past 2% years, and I
think the changes that I have made since I became CEO are clear
in how our team is operating each and every day. The report that
you are referring to was one that our board investigated by hiring
an outside law firm, and in our 10-K that we just filed, we indi-
cated that that review did not find any substantive issues in that
group.

Mr. CLAY. Okay, let me ask you this: Did the OCC previously
force out the bank’s Chief Administrative Officer, Hope Hardison?

Mr. SLOAN. I can’t comment on whether or not Ms. Hardison had
any sort of interaction with the OCC. It has been reported that she
received a 15-day letter from the OCC.

Mr. CrAY. Okay, what about—did the OCC previously force out
the bank’s Chief Auditor, David Julian?

Mr. SLOAN. Again, I would give you the same answer. Both of
those individuals are on administrative leave.

Mr. CLAY. Are you aware that the OCC is considering whether
to force out additional top executives or directors at Wells?

Mr. SLOAN. I have had no conversations about that topic with the
OCC.

Mr. CLAY. So you are not aware of it? Do you think they are con-
sidering others?

Mr. SLOAN. I have had no conversations with the OCC on that
topic.

Mr. CrAY. Okay. In your written testimony you state that fully
satisfying the requirements set forth in your regulatory consent or-
ders is critically important. If this is true, then why is the OCC
considering the unprecedented step of removing top executives or
directors?

Mr. SLOAN. Again, we have had no conversations with the OCC
on that topic.

Mr. CLAY. You don’t think it is coming?

Mr. SLOAN. I have had no conversations with the OCC on that
topic.

Mr. CrAY. Okay. Well, I yield back, Madam Chairwoman.

Chairwoman WATERS. I now recognize Mr. Huizenga.

Mr. HUIZENGA. Yes, thank you, Madam Chairwoman.

Mr. Sloan, I am going to try and plow a little new ground here,
but I do need to emphasize publically what I said to you privately,
and I think you are hearing echoed here, about the profound dis-
appointment, anger, and frustration that so many of us have.
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I personally know people who were affected on both ends of this,
on the front end with the account scandal and the things that were
going on, but then also on the remediation side, where the pen-
dulum has swung back and they have had difficulties potentially
having bank deposit boxes being seized and other things.

So, this is a management nightmare, but it is a nightmare for
the customers who have been affected by this at every level. And
I guess it would be remiss of me not to say, you better check out
the March 9th article from The New York Times. It sounded like
that was something that you were not familiar with.

There are a number of very specific allegations, but the broad al-
legation in this is that—I have a quote from a teller in Miami who
said that there was “a disconnect between corporate and branch of-
ficer workers with what is going on.” And I think you are hearing
a repeated theme on culture.

And before I head too far down, I do want to talk about your
bank board makeup a little bit. You had mentioned Betsy Duke as
your new Chair, but prior to that, you have been with the bank for
a number of decades. Were you uncomfortable with bank actions at
the time that these things were going on? Were you uncomfortable
with what the previous administration’s decision-making was?

Mr. SLOAN. Congressman, when retail sales—the initial retail
sales practice is concerned, for example, the LA Times article was
brought to my attention, we had a conversation—I had conversa-
tions with the then-head of our community bank and we also dis-
cussed it at our operating committee. The then-head of our commu-
nity bank assured us that—

Mr. HuiZzENGA. What were you telling them? Were you telling
them about your concern?

Mr. SLOAN. We were asking whether or not the allegations were
correct and whether or not there was a significant problem. I think
the changes that I have made since I have become CEO are going
to prevent a situation like that from developing again because the
head of the community bank said, “I have this under control,” but
we didn’t have the risk and control—

Mr. HUIZENGA. Clearly, that wasn’t the case.

Mr. SLOAN. —outside of the community bank at that time.

Mr. HUiZENGA. Okay. Because I think there is a legitimate ques-
tion here. What is the culpability of the entire C-suite in this? And
I understand that you are CEO now, and ultimately the decision-
making stops with you.

Also, it seems to me with a publicly traded company like this, the
culpability of the board, the previous board—I would like you to ad-
dress what has happened at the board level to change this. Because
we have a lot of concerns yet about culture and whether the culture
has really changed and whether you are the right person to change
that culture, but also your job rises and falls on the decisions of
the board.

I would like to know more about what that board makeup looks
like to make sure that this is not happening again. Because clearly,
Comptroller of the Currency Otting had said in October of 2018,
that he was not comfortable, I believe is the quote, not comfortable
with Wells Fargo’s remediation progress to date. The Federal Re-
serve, as was pointed out by my colleague, in December of 2018
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pointed that out, as well. And you had said in your booklet that
there is a clear set of behavioral expectations and I want to know
what those behavioral expectations are.

Mr. SLOAN. Sure, so let’s start with the board if that is okay.
When I stepped into this role, we separated the role of Chairman
and the CEO. We have a new Chair of our Board, Betsy Duke, who
is a former Federal Reserve Governor. Since I have become CEO,
we have seven new board members and so more—

Mr. HUIZENGA. Out of how many?

Mr. SLOAN. Pardon me? Out of 13.

Mr. HUIZENGA. Seven out of 157

Mr. SLOAN. No, no, 13.

Mr. HUIZENGA. 137

Mr. SLOAN. Yes, so 12 are from outside the company—

Mr. HUIZENGA. Thirteen.

Mr. SLOAN. And I am the only inside board member.

Mr. HUIZENGA. Okay.

Mr. SLOAN. So we have added an impressive new set of Board
members, and we have a very diverse Board: five members of our
Board are women; and four are diverse. They bring an incredible
set of experiences. We went out and looked for Board members who
had the experience in things like cybersecurity, risk, reputational
issues, and operational organizations that we thought would add
value to our Board. And they are doing a terrific job. In terms of
the—

Chairwoman WATERS. The gentleman from Georgia, Mr. Scott, is
recognized for 5 minutes.

Mr. ScorT. Thank you, Madam Chairwoman. Mr. Sloan, it is
very, very important that we get to the bottom of this. And I want
to ask you a series of questions. First of all, it is true that Wells
Fargo opened up 1,500,000 fake customer accounts, correct?

Mr. SLOAN. We don’t know how many accounts were opened up
inappropriately. We believe it could be up to 3.5 million.

Mr. ScorT. Well, Mr. Sloan, the fact that you answered that you
don’t know gives us an idea of the size of the problem. But in fact,
it has been documented that it was 1.5 million false accounts. Now,
Mr. Sloan, Wells Fargo employees routinely falsified customers’ sig-
natures, is that correct?

Mr. SLoAN. No, I wouldn’t describe it as routinely falsified cus-
tomers’ signatures. In certain circumstances, they did. They vio-
lated our code of ethics rules and were dismissed from the com-
pany.

Mr. Scott. All right, Verisign. They did. Thank you. You were
accurate there. And your employees doctored paperwork that was
designed to help them meet anti-money laundering rules, correct?

Mr. SLOAN. In certain circumstances, Congressman.

Mr. ScotT. All right. Now let me ask you this, which gets to the
heart of this matter, which is why I am asking this. All of these
grievances, these terrible things that were done, the fake accounts,
the signing of customers’ signatures, were done in the Wells Fargo
wholesale banking division, correct? Yes. And this is what is so im-
portant, Mr. Sloan. You were the head of this department. The
wholesale banking division was led at that time by you, Mr. Sloan.
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The whole point of my line of questioning is to say this: You are
the best person to help us solve this problem. So I want to ask
you—The New York Times did an article that I read on Saturday,
and here is what it said. It said in a survey of more than 27,000
employees in the bank’s information technology department late
last year—they did a survey and the top concern in that survey
was hearing from your employees that they were concerned that
they did not have the ability to raise grievances with managers in
whether Wells Fargo conducts its business today with honesty and
integrity.

So, Mr. Sloan, we have to get to the bottom of this. You are the
best person to do it because all of these abuses happened under
your watch as head of that department. Now, you have done this
survey. Let me ask you this: Have you are or any member of Wells
Fargo’s Board of Directors reviewed the results of this survey?

Mr. SLOAN. Of the survey that was referred to in that article?

Mr. ScortT. Yes, the 27,000 input—

Mr. SLoAN. I have actually reviewed surveys that are much
broader than that for each one of the businesses—

Mr. ScotT. No, but in this survey—

Mr. SLOAN. And I have looked at that survey, that is correct.

Mr. ScoTT. Yes, and what was your determination as a result of
that survey?

Mr. SLOAN. My response to that is that was great feedback to re-
ceive from our team. We want to receive feedback like that in—

Mr. Scort. All right, let me go quickly here before the chair-
man—if Wells Fargo developed the culture of compliance as you
are saying, then why are your employees still concerned about their
ability to raise these grievances with managers? And they are
themselves doubtful of the bank’s honesty and integrity?

Mr. SLOAN. I don’t believe that—

Chairwoman WATERS. The gentleman from Wisconsin, Mr. Duffy,
is recognized for 5 minutes.

Mr. SLOAN. I don’t believe—

Chairwoman WATERS. Mr. Sloan?

Mr. SLOAN. I'm sorry.

Chairwoman WATERS. Your time is up. Mr. Duffy?

Mr. Durry. Thank you, Madam Chairwoman. Welcome, Mr.
Sloan. You are not denying that Wells Fargo had some problems
in the past with regard to fake bank accounts, are you?

Mr. SLOAN. No.

Mr. Durry. No. And so since that has been exposed, has Wells
Fargo undertaken reforms to fix the problem?

Mr. SLOAN. We have.

Mr. DUFFY. Is the problem fixed?

Mr. SLOAN. It is fixed.

Mr. DUFrFry. It is? Okay. I am surprised because as you come in
and talk to the Congress, I am shocked that you are not in an or-
ange suit in a little jail cell testifying today. It surprises me, be-
cause we can look back and say, we had problems. I was a cus-
tomer.

When Mr. Stumpf was here, I lit him up, as a customer, that it
was absolutely inappropriate. You have a duty to treat your cus-
tomer well, not cheat them. But I am also not here to say Wells
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Fargo should be dissolved, because you made some mistakes. We
should give you a chance to mediate, improve, and move forward.

I am a little bit frustrated looking at the questions you are get-
ting today where you actually get questions that you can’t even an-
swer. You don’t even get to respond to the questions that are
thrown your way.

So, I guess I am a little bit frustrated. As I watch the big screen,
it is scandalous that Wells Fargo made a profit. It seems like some
people want you to give interest-free loans. And when people don’t
pay those loans back, there should be no consequence for it.

Frankly, I don’t think they want Wells Fargo to lend. They want
some of our post offices actually to lend, socialized banking, which
I am absolutely opposed to. I want to just—I am going to get in
some questions for you.

But I want to thank you for saying you are going to follow the
law in regard to the Second Amendment. I know you have people
from New York and some from California who don’t appreciate the
Second Amendment. But in places in the Midwest where you do a
lot of business, we actually appreciate the Second Amendment, and
the fact that you will lend consistent with the law where we believe
in our Constitutional right to bear arms.

And so, unlike Citi and unlike Bank of America, I want to thank
you for serving the customers in my community who actually ap-
preciates the Second Amendment as opposed to I think when the
others come in and you will be here—I think this is going to be in
April. They will probably get some questions on this side in regard
to the Second Amendment.

Can you walk us through the changes that you have made, Mr.
Sloan, how you have improved the bank and how these issues have
been mitigated and remediated?

Mr. SLoAN. First, we had to start at the top. We have made
changes at the Board level. We separated the role of the CEO and
the Chair. We have made changes in our leadership team.

If you look at the 10 senior leaders who report to me, the oper-
ating committee of the bank, 5 are new to the company and they
come with incredible experience in their disciplines. Four are from
within the company but are new in their roles, and one is in the
same role.

In addition, we have fundamentally reorganized the company to
create a better set of checks and balances in terms of creating inde-
pendent enterprise risk control functions. We have hired thousands
of new risk professionals, and spent billions of dollars in improving
our risk, as well as investing in technology.

We have also addressed and reinforced to our team, the 260,000
team members who serve our customers every day, we said you are
important. How do we measure that? We make sure that everyone
received at least a minimum of $15 an hour. We did that, and then
we looked at anyone near that same compensation level, so we in-
creased the wages of 86,000 people by over 10 percent.

We made every one of our team members shareholders to make
sure that their interests were aligned with our shareholders. And
the reason we did that is because when I was out talking in our
branches, in our call centers, in our offices, talking to our team, I
saw a disconnect.
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We changed that. We changed incentive plans across the com-
pany so no longer would they incent team members to just sell a
product. It is about providing the right customer service and ad-
vice. That is the number one goal in the six aspirational goals that
I introduced to our team in March of 2017.

We want to be the best in customer service and advice. And what
we are seeing is a positive reaction. We are seeing our team mem-
ber voluntary attrition down to its lowest level in 6 years.

Mr. DUFFY. Mr. Sloan, I have been a customer of your bank for
over 22 years.

Mr. SLOAN. Thank you.

Mr. Durry. And I would note that I have seen a dramatic im-
provement with the service that the bank provides. I want to thank
you for that. I would just make one other note as some of my—

Mr. SLOAN. Would you send me the names of your bankers so I
could acknowledge how they are improving your service?

Mr. DUFFY. Absolutely.

Mr. SLOAN. I like doing that.

Mr. DUFFY. And one other point I want to make is, when you are
getting questions about mediation in regard to letting people liti-
gate in court, I want to let you know that in regard to one thing,
this is about the trial bar, and I then want to go to the other side
of the aisle from the trial bar, they make big profits for coming
after banks like you. It is about contributions, it is about a lobby,
it is about the trial bar. It is not about people. It is not about cus-
tomers; it is about money.

Chairwoman WATERS. The gentleman from Texas, Mr. Green, the
Chair of our Subcommittee on Oversight and Investigations, is rec-
ognized for 5 minutes.

Mr. GREEN. Thank you, Madam Chairwoman. Thank you again,
Mr. Sloan.

Mr. Sloan, CNN reports that the bank admitted to cheating up
to 3.5 million people and that you created 3.5 million fake accounts,
forcing customers into unneeded auto insurance and charging mort-
gage borrowers undue fees. Is it true that this number may be as
high as 3.5 million, Mr. Sloan?

Mr. SLOAN. It may be as high as 3.5—

Mr. GREEN. Thank you. And is it also true that Wells Fargo has
a clawback provision? You understand what clawback is, you are
the CEO.

Mr. SLOAN. In terms of executive compensation?

Mr. GREEN. Yes, long-term—

Mr. SLOAN. Yes, that is correct.

Mr. GREEN. —performance compensation stock.

Mr. SLOAN. That is correct. And our Board has enforced that
clawback—

Mr. GREEN. Is it true that the stock prices of Wells went up in
some part because of the 3.5 million fake accounts?

Mr. SLOAN. I don’t—

Mr. GREEN. Well, let’s assume that it did. If it did, and it is true
also that 86 percent of your 2017 salary was in stock, is this true?
86 percent?

Mr. SLOAN. Yes, that is correct.
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Mr. GREEN. 86 percent in stock. As a matter of fact, you made
291 times what the median worker made in 2017, is that correct?

Mr. SLOAN. Yes.

Mr. GREEN. The median worker made a little bit more than
$60,000, so you made 291 times $60,000-plus dollars, correct?

Mr. SLOAN. That is correct.

Mr. GREEN. Has any portion of your salary been clawed back?

Mr. SLOAN. No portion of my salary—

Mr. GREEN. Excuse me, I must continue. No portion of your sal-
ary has been clawed back. Is it true that you were over this depart-
ment where these atrocities manifested themselves?

Mr. SLOAN. I am today a CEO, but I wasn’t when—

Mr. GREEN. What were you doing when these atrocities were tak-
ing place?

Mr. SLoaN. Well, from 2011 to 2014, I was the Chief Financial
Officer, and then I became the Head of Wholesale Banking, and
then I became the Chief Operating Officer, so there was a period
of time before I become CEO that the community bank reported to
me, and that is the point in time when I sat down with our head
of the community bank and suggested that she was not the right
person to continue—

Mr. GREEN. She reported to you?

Mr. SLOAN. She reported to me for approximately 7 months and
she stopped—

Mr. GREEN. And she was reporting to you because she was over
this department?

Mr. SLOAN. That is correct.

Mr. GREEN. So, let me just ask you this, does the buck stop with
her, or does the buck stop with you?

Mr. SLoAN. Well, the buck stopped with her, and she is no longer
with us—

Mr. GREEN. Oh, no, no, no. It stopped with her because you
eliminated her. But the question is, where were you? Were you
above her?

Mr. SLOAN. So for 7 months—

Mr. GREEN. Were you above her?

Mr. SLOAN. For a short period of time—

Mr. GREEN. All right, for a short period of time, and for that
short period of time, you took corrective action, is your point?

Mr. SLOAN. That is correct.

Mr. GREEN. Okay, now, again, you made 86 percent of your sal-
ary in stock. That was in 2017. Prior to that, you made some por-
tion of your salary in stock, is this true?

Mr. SLOAN. Most of my compensation, since I have become an ex-
ecutive officer has—

Mr. GREEN. It has been in long-term performance stock, agreed?

Mr. SLOAN. That is correct.

Mr. GREEN. So before 2017—in 2016, 2015, 2014, how much has
been clawed back?

Mr. SLOAN. About $7.5 million.

Mr. GREEN. How much of this $7.5 million was clawed back at
the time of this dastardly deed of some 3.5 million fake accounts
being opened, how much of it was clawed back at that time?
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Mr. SLOAN. It was clawed back, the Board decided to cut the eq-
uity vest that I received for 2016—in 2016 for these matters.

Mr. GREEN. 20167

Mr. SLOAN. Yes, that was the way that the entire—

Mr. GREEN. When did this atrocity start?

Mr. SLOAN. Well, in terms of the retail sales practice issue—

Mr. GREEN. Yes.

Mr. SLOAN. It started before then.

Mr. GREEN. All right. So you did not receive any clawback in
years other than the one that you called to my attention?

Mr. SLOAN. I wasn’t responsible for those groups—

Mr. GREEN. Well, you were a beneficiary. You see, there are
times when responsibility is not the gravamen of the circumstance.
Being the beneficiary brings with it some liability, as well. You re-
ceived benefits that you didn’t earn because you inflated the stock.
Not you personally, stock prices were inflated by virtue of 3.5 mil-
lion accounts. People invested because of the belief that there were
3.5 million accounts.

Madam Chairwoman, thank you. I yield back.

Chairwoman WATERS. The gentleman from Kentucky, Mr. Barr,
is recognized for 5 minutes.

Mr. BARR. Thank you, Madam Chairwoman. Mr. Sloan, you have
blamed the unauthorized account scandal in part on the incentive
plan that focused on product sales rather than customer service, is
that correct?

Mr. SLOAN. That is correct.

Mr. BARR. And Wells Fargo has discontinued that incentive pro-
gram, is that correct?

Mr. SLoAN. That is correct. When I stepped into the role as CEO
we ended the incentive plan and we introduced a new incentive
plan in January of 2017. The important point is that incentive plan
was not developed the way prior incentive plans were done. It was
done on a team basis among our business, our legal, our risk, and
our human resources group.

Mr. BARR. And that was a big part of the problem as you diag-
nosed it?

Mr. SLOAN. Oh, absolutely.

Mr. BARR. Let me focus, though, on another issue that you have
testified about, and that is the bank’s decentralized structure, your
management structure and the remedial actions you have taken to
change that management structure. Can you explain how risk and
compliance reporting was previously in a decentralized format?

Mr. SLOAN. Yes, the majority of our risk and compliance team
were in each of the business lines. Since I have become CEO, what
we have done is we have centralized the risk and compliance team,
creating a much larger corporate risk and enterprise group that
has I think now almost 10,000 people in it. And so, that has cre-
ated a much better check and balance—

Mr. BARR. So is it fair to say that now, after these changes have
been put into place, all of the compliance, all of the enterprise con-
trols are now reporting directly to the CEO?

Mr. SLOAN. They are reporting to the Chief Risk Officer who re-
ports to me administratively, and then under our structure, the
Chief Risk Officer also reports to the Chair of our risk committee.
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Mr. BARR. Whereas previously during the account scandal, these
compliance officers were reporting independently in different busi-
ness lines, is that—

Mr. SLoAN. Well, it was actually more complicated than that and
confusing, and that created some of the issues in that the central-
ized corporate risk team was very small and most of the risk pro-
fessionals were in the lines of business.

Mr. BARR. You have now centralized these enterprise controls,
and on March 1st, it was reported that you hired a Chief Enter-
prise Risk Officer to supervise for risk across all business lines.

Mr. SLOAN. That is correct, Mandy Norton.

Mr. BARR. And what is this person’s role?

Mr. SLOAN. Mandy is responsible for managing all of our enter-
prise risk and control function, including compliance.

Mr. BARR. And whom does she report to?

Mr. SLOAN. She reports to me.

Mr. BARR. And is this the industry standard?

Mr. SLOAN. It is.

Mr. BARR. Okay. But you did not have that structure in place
during the account scandal?

Mr. SLOAN. That is correct.

Mr. BARR. So now you have made the reforms to live up to the
industry standard on this new management structure, is that fair
to say?

Mr. SLOAN. I would describe this as very consistent with the in-
dustry.

Mr. BARR. Okay. And why did it take more than a year under
the Fed’s consent order to permanently fill this new Chief Enter-
prise Risk Officer position?

Mr. SLOAN. Well, we looked to find the best Chief Risk Officer
that we could, and Mandy agreed to join us. She had a garden
leave with her predecessor and that took some additional months,
but she joined us in the summer of last year. She is doing a great
job, by the way.

Mr. BARR. Obviously, there is more work to be done, because you
are still operating under these consent orders. But you have obvi-
ously discontinued the incentive plan, you have changed the man-
agement structure, and so compliance reporting is now centralized,
now consistent with the industry standard. It appears to me that
none of these issues that contributed to the account scandal have
anything to do with your institution’s size. It has to do with your
management structure, your culture, and obviously this incentive
program. Do you agree with that?

Mr. SLOAN. Yes.

Mr. BARR. Okay. So the issue in the institution was not a matter
of size, it was a matter of culture, it was a matter of having an
incentive program that prioritized product sales rather than cus-
tomer service, and it had to do with a deficient management struc-
ture, is that fair to say?

Mr. SLOAN. That is a fair summary.

Mr. BARR. Okay, thank you. I yield back the balance of my time.

Chairwoman WATERS. The gentleman from Missouri, Mr.
Cleaver, Chair of our Subcommittee on National Security, Inter-
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national Development and Monetary Policy, is recognized for 5
minutes.

Mr. CLEAVER. Thank you, Madam Chairwoman.

Thank you, Mr. Sloan, for being here. Missouri, the State from
which I come, has an average income of slightly less than $40,000
a year. And we have, according to the Missouri Department of
Higher Education, about 250,000 students in 2-year and 4-year
universities or schools.

And so my concern is, if Wells Fargo holds one-quarter of all the
student checking accounts, and it ends up that about half of all
fees assessed to children come from Wells Fargo, what do you think
the cause of it is?

I have been here for a long time. I was here when we were doing
the Dodd-Frank Act and the aftermath, and dealing with the credit
card companies and colleges that gave kids a sandwich and a credit
card at enrollment. I think that was dumb. My son was in college,
and anybody who gave him a credit card was dumb. And my philos-
ophy is, you give them a credit card, it is the two of you, you had
it.

However, I am concerned about what seems to be a disparity in
the number of students who receive, for various reasons, some kind
of an assessment where fees are assessed for a variety of things,
I am sure.

Is there an explanation to that or is that out there in the—

Mr. SLoAN. Congressman, are you referring to our campus card
program?

Mr. CLEAVER. No, no, forget that, I should have left my son out
of it. But I am still upset about it, and it is hard for me to get it
out, so I took advantage of this. However, my point was that Wells
Fargo holds one-quarter of all student checking accounts.

Mr. SLOAN. Right.

Mr. CLEAVER. But then half of all of the assessments come from
Wells Fargo.

Mr. SLOAN. We provide a free student checking account to stu-
dents today, and there are some students who, because of the broad
set of products and services that we provide to students that are
generally broader than many of our competitors, some of those ca-
pabilities, some of those choices have a cost to them. Those are dis-
closed and students have the option to use those services or not.
And I will promise to leave our my sons and my daughter out of
my answer, too.

Mr. CLEAVER. Thank you. I do think we have made some repairs
on that. But I have a little different take on culture than many
people of my background.

I think people corrupt culture. I think we create a picture of it
that culture is something that comes and grabs people but people
create culture and culture is what is developed by people. So I am
wondering what the bank is doing in terms of bringing in people
who possess the skills, the character, the morality to work in an
institution like this? Has the human resources process been re-
shaped at the executive hiring level? What has changed there?

Mr. SLOAN. Sure. When we centralized our human resources
group, meaning taking it out of all of our business lines or enter-
prise functions, we created a much—and we hired a new head of



31

human resources from outside the company, David Galloreese, who
also is doing a terrific job.

What he has done is revamped his leadership team and created
a much more standard set of processes in terms of expectations for
team members, which I mentioned earlier, leadership expectations,
management expectations. We have changed our training in terms
of including our code of ethics training that I mentioned earlier.

So there are significant changes that are going on in our human
resources group to make sure that we hire the right folks not only
at an entry-level, where we hire a very diverse set of team mem-
bers, but also at a senior leadership level.

Mr. CLEAVER. Thank you.

Chairwoman WATERS. The gentleman from Colorado, Mr. Tipton,
is recognized for 5 minutes.

Mr. TipToN. Thank you, Madam Chairwoman.

Mr. Sloan, you just commented to my colleague, Mr. Barr, that
you have changed how the incentive plan works. Obviously, it was
a perverse incentive plan that was driving your employees to sign
up people for programs that they did not want to have.

The New York Times article, which has been referenced several
times, noted that some of your employees have said you simply
changed the incentive plan. How do we come to a conclusion on
that discrepancy? Have things really changed in terms of how in-
centives to be able to drive businesses are not going to be impact-
ing employees’ decisions maybe in terms of opening new accounts,
moving funds for the customers that Wells Fargo has?

Mr. SLOAN. Now that I appreciate that the reference was from
The New York Times article, we disagree with almost every state-
ment that was made in that New York Times article. That is pat-
ently not true.

The new head of our consumer banking group, Mary Mack, has
fundamentally changed how folks are incented in a retail banking
business. We have a new plan in place. That plan is overseen not
only by the business but by a risk team. It incents our team to pro-
vide customer service and advice, there is risk oversight, the focus
is about growing relationships over time and it is about working
better as a team.

When we survey our team, and we do that every quarter in
terms of getting their feedback as to how—which we hadn’t done
historically—they appreciate and like that new incentive plan, they
love it. And they not only say that, that is how they act in terms
of how they think about Wells Fargo because the team member
turnover, which was a significant issue in our retail bank before
the changes that I have made since I have become CEO have been
made, was very high.

Now, it is down to its lowest level that we can remember. It has
gone from the low 30s to the low 20s, which I think is leading in
the industry. Mary and her team have done incredible work. The
statements in The New York Times are just wrong.

Mr. TipTON. I appreciate your comments. You know, Comptroller
of the Currency Joseph Otting had suggested before Congress that
he is uncomfortable with the management of the bank at Wells
Fargo. I know from my experience in small business that typically
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it is from the top down is going to achieve some of the outcomes
or some of the impacts that any business will have.

What education efforts are you making at Wells Fargo for your
managers who oversee the sales and other departments to be able
to implement the changes that you see the bank needing to make?

Mr. SLoaN. We have an extensive team member training pro-
gram that applies to everybody in the company, not just entry-level
team members. Generally, even senior leaders including myself,
are required to take anywhere from 10 to 15 different training
classes a year.

In addition to that, we have changed the number of layers that
we have by reducing them so that we have our senior leaders closer
to our customers and to our customer-facing team members. I en-
courage our team to be out with our customers, with our customer-
facing team members. I love doing that. That is how I get a lot of
the information that I use to manage the company, by talking to
our team, by taking their feedback.

Mr. TIPTON. And just to clarify, do you believe that you have a
fiduciary responsibility to your customers, to your small business
clients as well as a bank? Do you have that fiduciary responsi-
bility?

Mr. SLOAN. I have a responsibility to serve our customers accord-
ing to the rules and regulations of this country and to provide them
with the best service and advice that we can. And I take responsi-
bility for that as CEO.

Mr. TiPTON. In terms of some of the remediation that you are
trying to do, you have said that you pledge to contact all 110,000
customers who were incorrectly charged with the rate lock exten-
sion fee for a mortgage. How many have you actually contacted,
and how many of them have been made whole?

Mr. SLoOAN. All of them, and all of them. And when we contacted
them, we gave them two choices. If they felt based on their experi-
ence that they were inappropriately charged for a rate lock, they
would check a box and we would send them a check. If they felt
on their—and it is their own decision—that they were improperly
charged for the rate lock, they would check the other box. All of
those customers have been remediated.

Mr. TipTON. And how about the 450 servicemembers who were
affected by the illegal car repossessions? How many of them have
been remediated and contacted?

Mr. SLOAN. That should have never happened to our servicemen
and women, I feel horrible about that. We have remediated all of
the servicemen and women and we fundamentally changed our
SCRA oversight. We have created an SCRA Center of Excellence.
And the consent order that was introduced by the OCC has now
been lifted on that matter.

Mr. TipTON. Okay. Thank you.

Chairwoman WATERS. The gentleman from Colorado, Mr. Perl-
mutter, is recognized for 5 minutes.

Mr. PERLMUTTER. Mr. Sloan, good morning.

Mr. SLOAN. Good morning.

Mr. PERLMUTTER. Thank you for your testimony today. And I can
say, I have been a customer of the bank for 40 years. And in—

Mr. SLOAN. Thank you.
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Mr. PERLMUTTER. —Applewood, Colorado, the people at that
branch have just really been excellent, so I am happy about that.

I am not happy about the 14 consent decrees or the $14 billion
or so of settlements that you have that the bank has entered into.
And I want to ask about a specific area where I think there is a
lot that can be done to continue to remediate your reputation and
your customers’ harms, and that is on guaranteed auto protection,
guaranteed asset protection. And that is the insurance, the add-on
insurance that people had to get to cover the difference between
whatever the loan amount was and a collision or something like
that, to cover the bank.

You say you are dedicated to compensating every customer who
su({fered harm because of your mistakes. That is your testimony
today.

Mr. SLOAN. That is correct.

Mr. PERLMUTTER. I looked at the settlement that you entered
into with the attorneys general—

Mr. SLOAN. Yes.

Mr. PERLMUTTER. —and in paragraph 22, it says, “Wells Fargo
has agreed to provide refunds of the unearned portion of the cost
of GAP, guaranteed auto insurance, to auto finance customers in
certain states whose laws impose refund-related obligations
through statutory provisions.” That is only 11 States.

Mr. SLOAN. That is correct.

Mr. PERLMUTTER. Okay. So for the other 39 States, and the Dis-
trict of Columbia, and the Territories, what are you doing?

Mr. SLOAN. We are not going to be refunding those customers be-
cause that transaction was actually a transaction between the cus-
tomer and the auto dealer. We were not involved in the customer’s
decision to buy that insurance. In those, it was originally 9 States
and now 11 States, there was a requirement. And we should have
had better operational oversight to ensure that when the auto loan
was paid off, that the GAP refunds were received by the customer.
And those are the customers that we will be remediating.

Mr. PERLMUTTER. So if there is a GAP, if there is a refund due,
you are paying it?

Mr. SLOAN. That is correct.

Mr. PERLMUTTER. Okay. And you paid at least that in 11 States
to these attorneys general?

Mr. SLOAN. No, we are paying it directly to the customer.

Mr. PERLMUTTER. Paying it directly to the customer. But you are
saying in the other 39 States, that wasn’t the case?

Mr. SLOAN. That is correct.

Mr. PERLMUTTER. I understand there is litigation as to this par-
ticular issue in California. And you know, just listening to your tes-
timony today, I do want to believe that the bank is looking to cor-
rect the wrongs of the past and move forward in a positive way
with its customers in the future.

But as I understand it, in that litigation in California, which is
a class action, you have demanded arbitration so that each indi-
vidual person has to bring a claim for $100 or $200 against Wells
Fargo. Now, how do you square that with, you are dedicated to
compensating every customer who suffered harm because of your
mistakes?
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Mr. SLoAN. Congressman, again, the transaction that you are de-
scribing, which is when an auto customer in dealing with a dealer
buys that GAP insurance, is a transaction between the auto cus-
tomer and the dealer. In 11 States, our responsibility was not to
impact that decision; our responsibility was to make sure that
Evhelz{n the auto loan was paid off, the dealer paid the customer

ack.

Mr. PERLMUTTER. So you are saying the transaction was different
in those 11 States than in the other 39 States?

Mr. SLOAN. No. The transaction was the same. Our responsibility
in those States was different. Had our responsibility been similar—

Mr. PERLMUTTER. Okay. Now, we are getting to the real point.
You really, in a kind of magnanimous gesture, have said you were
going to take care of anybody who was harmed.

And here, you say, okay, in 11 States, you have a certain law,
and we are going to treat you differently than the other 39 States
and the District of Columbia because we are going to force you into
arbitration. I hope that is not your testimony today.

Mr. SLOAN. What we are doing is my testimony, and, Congress-
man, again—

Mr. PERLMUTTER. So, you are demanding the arbitration?

Mr. SLOAN. In California, we are.

Mr. PERLMUTTER. And what about the other 38 States?

Mr. SLOAN. I don’t believe we are responsible.

Mr. PERLMUTTER. You have really been taking some positive
steps, but now you are backing up and saying, you know what, if
you want that $100, sue me individually or demand arbitration.

I yield back.

Chairwoman WATERS. Thank you. The gentleman from Texas,
Mr. Williams, is recognized for 5 minutes.

Mr. WiLLiaAMS. Thank you, Madam Chairwoman.

When your predecessor testified before this committee in 2016, 1
was very concerned. Companies must be held accountable when
they are caught scamming hardworking Americans. It seemed as if
the only answer that he had to the questions from the members of
this committee was, “I don’t know.”

Well, this is unacceptable for the head of one of the largest finan-
cial institutions in the world to have such little knowledge of how
his bank was functioning. And I know that Wells Fargo is still
dealing with regulations, as we talked about, to try to make up for
this massive mistake, and in this process of fixing, other issues
have been found during this process. And we heard you say today
that you have begun to err on the side of the consumer, well, that
is not a new concept, but I am glad that you are beginning to do
that.

With that being said, my colleagues have addressed some of the
issues I was interested in hearing from you about, and I am glad
that you have better answers for us today than simply, “I don’t
know,” because that is not acceptable from a person in your posi-
tion, or his either.

So, let me start off with the first question that I ask everybody
when they come before this committee and the question is this, are
you a capitalist or a socialist?

Mr. SLOAN. I would put myself in the capitalist camp.



35

Mr. WiLLIAMS. Okay. Thank you for that answer. I would like to
read you a quote from former President Obama, when he was ques-
tioned about breaking up the big banks in a New York Times inter-
view.

One of the things that he says is, “I have consistently tried to
remind myself during the course of my presidency that the econ-
omy is not an obstruction. It is not something that you can just re-
design and break up and put back together again without con-
sequences.” So, my question to you, sir, is, do you agree with the
sentiment from former President Obama, that breaking up the big-
gest banks is unrealistic?

Mr. SLoaN. I don’t think it makes sense to break up the big
banks, but I also believe that no bank is too-big-to-fail if they don’t
operate in an appropriate way.

Mr. WiLLIAMS. Okay. Wells Fargo and some of your competitors
have been criticized for being too big by members of this com-
mittee. Some individuals across the aisle think that institutions of
your size should be broken up into smaller entities. If your bank
were to be broken up into a government-mandated size, what
would the effect be on innovation, efficiency, and access to capital
for everyday Americans?

Mr. SLOAN. I think overall, it would deteriorate. I think there is
a place in this country, and we see that today, for community
banks, for medium-sized banks, and for large banks.

I think the value that larger banks can bring today is that be-
cause of our economies of scale, we can invest billion of dollars in
technology and innovation and services that sometimes our me-
dium-sized and smaller competitors can’t.

A good example of that would be real-time balance alert or over-
draft rewind or control tower. There are a number of products and
services that we have been able to introduce because of our econo-
mies of scale and the $10 billion that we can spend on technology
and innovation each year.

Mr. WiLLIAMS. Okay. I came to Congress as a small-business
owner, a Main Street guy. I am a car dealer, and I know firsthand
how access to capital works.

Mr. SLOAN. I hope you didn’t take offense to my comments about
GAP insurance.

Mr. WiLLIAMS. I know about raising capital, I know about taking
risks and reaping the rewards, and that is crucial for growing the
economy. When some of my colleagues consider making this drastic
intervention in such a large portion of the economy, it sounds like
a step towards socialism to me. And we don’t need to look any fur-
ther than Venezuela to see how that would work out.

But also, some of my colleagues on the other side of the aisle
think bank profits are bad, as we have heard today. I completely
disagree, I think profits are great, and I want you to be profitable,
and you are and that is a good thing. With that being said, I want
profits to be invested back in the community. I want to see Wells
Fargo increasing small-business lending.

I want to see Wells Fargo charitable giving going to nonprofits
and little league teams and putting money back into the commu-
nities they serve. I do not want to see this money going to attor-
ney’s fees and fines that are issued by the regulators because of
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your actions. So, my final question is, can you elaborate on how you
are investing your profits back into the communities all across this
country?

Mr. SLOAN. Well, first, I am pro-little leagues, I used to be a lit-
tle league coach, and we are very focused in Wells Fargo in rein-
vesting back in our communities. The way that we talk about it is,
we don’t believe we can be successful as a company unless the com-
munities that we do business in are successful.

That is why I have set a goal for our company to be the most
generous company in the industry, and if you look at the results
from 2017, we were the second most philanthropic company in this
country. In addition, I have set a new goal for our team, and that
is 2 percent of our after-tax profits are going to be reinvested
through our foundation.

Chairwoman WATERS. The gentleman from Illinois, Mr. Foster, is
recognized for 5 minutes.

Mr. WiLLIAMS. Thank you for your testimony.

Chairwoman WATERS. Mr. Williams, if you want to describe what
the other side of the aisle is saying, you need to get it right. Mr.
Foster, you are recognized for 5 minutes.

Mr. FOSTER. Thank you, Madam Chairwoman.

In your very nice brochure that you provided us with, I have to
say that there are very high production values. You have a section
on promoting diversity and inclusion that includes a little box indi-
cating that 44 percent of the U.S. workforce is ethnically and ra-
cially diverse, 57 percent is women and so on, military veterans.

And I was wondering, can you provide either approximately right
now or in detail for the record, what that breakdown would look
like as a function of job classification and salary?

Mr. SLoAN. I don’t have the details in the front of me in terms
of job classification at the company, but I can tell you—or I can
provide you with an indication of what it looks like in our leader-
ship team. So, in our current senior leadership team, over 40 per-
cent are women and over 20 percent are diverse.

Mr. FOSTER. Yes, but I would be interested in the range of job
ranks. Because if the bulk of the employees are in sort of inter-
mediate levels, it would be interesting to see how the diversity
plays out. And do you normally report that sort of information to
any of your regulators?

Mr. SLoAN. We do.

Mr. FOSTER. You do? Okay, so that the regulators at least have
a uniform view of that?

Mr. SLOAN. Yes, we report it internally, we report it to our
Board, and we report it to our regulators.

Mr. FosTER. All right. So I would be very interested in seeing—
if you can just give us a copy of what you report so that we can
actually understand it, I would appreciate that.

Similarly, you have been talking a lot about how you changed the
compensation of things to hopefully avoid the sort of problems you
have been facing. And can you give us rough numbers of what frac-
tion of the compensation today is purely hourly and salary-based?
What is based on both sales and indirect sales, for example, if your
unit sold a lot, then everyone in the unit gets a bonus, what frac-
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tion is based on customer experience or customer satisfaction and
what that metric might be?

Mr. SLOAN. Sure. We have a number of different incentive plans
across the company but maybe what I could do is focus on our re-
tail banking business, which has been the topic of a lot of the con-
versation today. So if you look at the changes that we made in our
retail banking business, and you look at that entire group, which
is about 100,000 people—that would also include phone bankers
and phone centers and the like—about 92 percent of their com-
pensation is in the form of salary and the remainder is in the form
of bonuses. About half of that bonus would be related to risk, and
then the other half would be a mix of customer service and ad-
vice—loyalty, customer experience, things like that.

And then another portion would be related to growing relation-
ships over time, not selling products.

Mr. FOSTER. And by risk, you mean risk in the sense of having
your capital position blow up or risk in the—

Mr. SLOAN. Oh no, I’'m sorry, no—

Mr. FOSTER. —form of getting caught doing something else?

Mr. SLOAN. No, that is where my oversight comes in or that af-
fects me. In terms of folks in business, it is a risk that they control.
So for example, it would be making sure that they disclose products
and services—

Mr. FOSTER. So it is the risk of getting—

Mr. SLOAN. —that they are responsible for, that is correct.

Mr. FOSTER. At the retail banking level. Okay. Well, I guess that
was my main questions here. I yield back the balance of my time.

Chairwoman WATERS. Thank you. The gentleman from Arizona,
Mr. Hill, is recognized for 5 minutes.

Mr. HiLL. Arkansas, Madam Chairwoman. Thank you, Madam
Chairwoman. Thank you, Mr. Sloan, for appearing before the com-
mittee today.

I want to start out by just commenting that when your prede-
cessor was here in 2016, as somebody who has spent my career on
and off for 35 years in the community banking business, I just
want to express to you the same thing I expressed to your prede-
cessor, which is just severe disappointment in the disconnect that
Mr. Stumpf appeared to have at the committee. I really agree with
my friend, Mr. Williams, who is a former business guy as well, that
that lack of engagement that he demonstrated was severely dis-
appointing.

And that comes from the fact that in the 1990s, when it came
to Dick Kovacevich and Norwest, that was a company that all of
us in community banking benchmarked against, including stand-
ards of customer service and success. And so, it was personally dis-
appointing, and then professionally, as well.

When he was here, it was said that 900 Arkansas accounts were
affected. We don’t have a big retail presence by Wells Fargo in Ar-
kansas, but in the materials you sent out before the committee
hearing, it is 60 percent higher, 1,445 accounts. So it is surprising
that it is up that much, and I hope that all these issues are re-
solved and that people are treated fairly in all of these settlements.

I was looking at some comments made by your largest share-
holder, Warren Buffett, and he made a comment about Wells
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Fargo. Talking about the long-run earning power of Wells Fargo,
Mr. Buffett said, “You can’t take Wells Fargo’s customer base, it
grows quarter by quarter and you make money off of its customers,
and you make money on customers by having a hell of a spread on
assets and not doing anything really dumb. And that is what Wells
Fargo does.”

But when asked as a follow-up, he said a couple of years later,
“They made one mistake, incentives work, and they came up with
improper incentives that rewarded bad behavior.”

So what I want to talk about is that. You say you have changed
your incentive system which is at the heart of this issue, whether
we are talking about the mortgage bank or the wealth manage-
ment group or the consumer bank. What is your use of independent
secret shoppers at all your locations nationwide? How much money
do you spend on it? You have an independent third party doing
that, I presume in addition to any internal audit things you—tell
me about that.

Mr. SLOAN. Yes, we do two things in our retail bank to check
how our team is responding to customer needs and desires. One is
we have independently collected customer service and customer
loyalty scores and we do that on a weekly basis—

Mr. HiLL. I don’t mean to interrupt you but I want to—

Mr. SLOAN. We have a mystery shopper—

Mr. HiLL. Yes. I want to know about the mystery shopper pro-
gram. How often are they in your branches monthly? How big is
that? How much money do you spend on that?

Mr. SLoAN. Well, we do have tens of thousands of mystery shop-
per visits on an annual basis. I do not know how much we spend
on it, but I know that we have—

Mr. HiLL. Is that a big change from prior management?

Mr. SLOAN. It is.

Mr. HiLL. Like on an order of magnitude of 100 percent better
or 10 percent better—

Mr. SLOAN. It didn’t exist before, and now it exists.

Mr. HiLL. It didn’t exist. So you didn’t use mystery shopping as
a standard banking practice?

Mr. SLOAN. We may have used it from time to time.

Mr. HiLL. Periodically.

Mr. SLOAN. But not on a consistent basis, and not to the extent
that we do today.

Mr. HiLL. Well, that is a major change. I know Mr. Green has
mentioned that before in this committee, and really, I don’t know
a bank of any size that doesn’t mystery shop its consumers. And
I also was pleased you said that—

Mr. SLoaN. By the way, I personally mystery shop at our
branches, too. When I visit one of our branches, I don’t let them
know I am coming. And sometimes, I don’t dress like this; I dress
like a normal customer. Sometimes they recognize me and some-
times they don’t. It is better when they don’t because I really get
an understanding of how our team is interacting with our cus-
tomers. I call our phone centers and don’t announce—

Mr. HiLL. Would you please follow up with me and give me more
description of the scope of your mystery shopping program? And I
will just conclude, Madam Chairwoman, with Mr. Buffett’s testi-
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mony before the Congress in 1991, “If you lose money for the firm
by bad decisions, I will be very understanding. If you lose reputa-
tion for the firm, I will be ruthless.” I urge you to be ruthless, Mr.
Sloan.

I yield back.

Mr. SLOAN. I have had that conversation with Mr. Buffett.

Chairwoman WATERS. Thank you, Mr. Hill, and I apologize for
assigning you to the wrong State.

Mr. HiLL. I have no interest in Arizona, Madam Chairwoman.

Chairwoman WATERS. Thank you. The gentleman from Wash-
ington, Mr. Heck, is recognized for 5 minutes.

Mr. HEcK. Thank you, Madam Chairwoman.

Mr. Sloan, thank you for being here today. Others have already
pointed out the most recent CRA exam, the result of which was,
frankly—there’s no other way to put it—terrible. And by my count,
there were at least 10 separate consumer protection violations
called out. I would like to mention them.

Violations of the Fair Housing Act and the Equal Credit Oppor-
tunity Act in mortgage lending, violations of the FTC Act in mort-
gage lending, violation of the Consumer Financial Protection Act in
the retail banking division, violations of the Servicemembers Civil
Relief Act in the mortgage servicing division, violations of the
Servicemembers Civil Relief Act in auto lending, violations of the
FTC Act in credit cards, violations of the Consumer Financial Pro-
tection Act in student loans, violations of the Real Estate Settle-
ment Procedures Act in mortgage lending, violations of the Fair
Housing Act in mortgage lending, violations of the National Hous-
ing Act in mortgage servicing.

In addition, there were two other long-running abuses that Wells
has entered into a consent order for since the report citing these
violations was completed. And those include violations of the Con-
sumer Financial Protection Act in mortgage lending, and violations
of the Consumer Financial Protection Act in auto lending.

That constitutes a major consumer protection violation of a major
consumer protection law in nearly every consumer-facing division
of the company.

And in explaining the failing grade that you got on the CRA
exam, the OCC called this, “an extensive and pervasive pattern
and practice of violations across multiple lines of business within
the bank.” Some of your large competitors were also downgraded,
sir, on their CRA exams for consumer protection violations.

But I couldn’t find one, not one, with more than three compared
to your twelve. So, if I am understanding correctly what you have
attempted to do to remediate this, was to start at the top, reorga-
nize by making changes. You mentioned changes in the Board,
changes in the 10 direct reports.

You have created incentive systems, might I just affirm that
what you incentivize, you get more of. And you have created more
of a centralized reporting structure so that senior management
could have eyes on these potential abuses. It seems to me, however,
sir, that you are essentially trained to have it both ways.

What I mean by that is the very argument that centralizing this
reporting does imply that all those changes at the top may in and
of themselves have been good, but these weren’t the people respon-
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sible, because they didn’t have eyes on this activity. So we have to
change the reporting system.

And at the end of the day, given the pervasiveness of this, it
seems to me that a couple of things are obvious. Either there was
unbelievable corruption, or unbelievable incompetence, or both. It
is corrupt if people saw it and didn’t do anything about it. It is in-
competent if they didn’t know it was going on.

And yet what you have offered today is that the changes that
have been made mostly affected the people who didn’t have eyes on
it. So, perhaps that was a structural systemic practice that needed
to be changed now and brought more into line with industry prac-
tices, so good on you for that.

But the fact of the matter is that at a lower level among your
approximately 60 community banking—regional banking people,
for example, not all of whom have been changed by a long shot,
they either knew it and didn’t speak up, or didn’t know it and it
was their job to know it.

At the end of the day, as well, I guess I would suggest to you
frankly that these structural changes and this evolution of Wells
Fargo isn’t what needs to occur. You don’t need to evolve. You need
to be reborn. And that rebirth, I respectfully suggest to you, has
to reach into the ranks of those who either didn’t know it and
should have, or knew it and were corrupt.

And in either case, a deeper pattern of change among the people
that my esteemed colleague, Mr. Cleaver, suggested to you, are the
ones who bring values and integrity and character to your culture.
I guess I am out of time.

I yield back, Madam Chairwoman.

Chairwoman WATERS. Thank you. The gentleman from New
York, Mr. Zeldin, is recognized for 5 minutes.

Mr. ZELDIN. Thank you, Madam Chairwoman. Mr. Sloan, I want
to follow up on an exchange you had with Mr. Tipton with regards
to The New York Times story. Is it your position that nothing in
that story is accurate?

Mr. SLOAN. Oh, it may be that some of the individual team mem-
bers said those things. And I can’t say that every one of our
260,000 team members—

Mr. ZELDIN. Thank you.

Mr. SLOAN. But I think in terms—

Mr. ZELDIN. Okay, I—

Mr. SLOAN. We disagree with every one of those.

Mr. ZELDIN. Okay. So, let’s follow them up in more specifics. Me-
lissa Canard, she worked for Wells Fargo and she quit in January.

Mr. SLOAN. She may have. I am not familiar with that former
team member.

Mr. ZELDIN. The story states—and it has been reported that
Wells Fargo would steer clients toward investments that would
generate recurring fees for the bank, including in a case where it
was not in the client’s best interest.

After she quit, Wells Fargo sent a letter to her clients in her
name announcing that she would be teaming with another Wells
Fargo employee to handle their accounts. The letter stated that Ms.
Canard was still at Wells Fargo and that she endorsed the em-
ployee. Is that true?
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Mr. SLOAN. I am not familiar with that situation.

Mr. ZELDIN. Okay, it has been reported that Wells Fargo spokes-
men have confirmed that that has, in fact, happened. Are you
aware of this being a larger problem?

Mr. SLOAN. No, I am not. And we have looked at that issue as
part in separate from that situation very closely.

Mr. ZELDIN. You can assure us that this is a unique occurrence
of a former employee having a letter like this that sent on behalf
of Wells Fargo?

Mr. SLOAN. I can assure you that our team who works with our
clients and Wells Fargo advisors and any of our wealth manage-
ment or retail banking business that provides investment products
works very hard to follow the rules and regulations that they are
supposed to follow.

Mr. ZELDIN. But you can’t—

Mr. SLOAN. That is the feedback that we have from our risk
teams that oversee that unit.

Mr. ZELDIN. Okay, but you can’t assure us that there haven’t
been other letters like this that have been sent out?

Mr. SLOAN. There may have been. I am not aware of any.

Mr. ZELDIN. Okay, Mr. Tipton also asked you if you have a fidu-
ciary duty to your clients. You did not answer “yes,” you gave a dif-
ferent answer. Do you have a fiduciary duty to your clients?

Mr. SLoAN. Well, in certain businesses—fiduciary is a legal term.
In certain businesses, there is a fiduciary requirement, for example
in some of our wealth businesses and our Wells Fargo’s financial
advisor business.

In other businesses, there is not a fiduciary standard. And in
those businesses, we use a standard of doing the right thing for our
customers, and making sure we are providing them with the right
services and products.

Mr. ZELDIN. Thank you for adding additional context to Mr. Tip-
ton’s question. I want to get specifically though into the situation
with veterans. I was actually deployed myself to Iraq during this
window. I am a Wells Fargo customer myself.

Mr. SLOAN. Thank you.

Mr. ZELDIN. And can you just briefly sum up—not generally, but
briefly sum up specifically what Wells Fargo did to wrong our vet-
erans?

Mr. SLOAN. Sure. We had a system in place that we have
changed since I have become CEOQO, in which each one of our busi-
ness lines was responsible for complying with the SCRA respon-
sibilities, which we take very seriously. But unfortunately, we
didn’t have a standard set of rules and oversight in places. The
changes that we have made, it is that we have centralized—

Mr. ZELDIN. But I am not asking about the changes. What did
you do to wrong the veterans specifically?

Mr. SLOAN. In circumstances—

Mr. ZELDIN. And really quick. We are short on time.

Mr. SLOAN. Yes. In circumstances where we did not know they
had been deployed, we had not given them their full rights under
the SCRA Act.

Mr. ZELDIN. Okay. Then I will just sum up that you were charg-
ing servicemembers higher rates on certain loans than were al-
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lowed. You weren’t disclosing that servicemembers were on active-
duty status to courts when they were facing eviction proceedings,
repossessing servicemembers’ vehicles without first obtaining a
court order. These are some of those specifics.

I would assume you would say that Wells Fargo knew that it was
doing these things as it was doing them, correct?

Mr. SLoAN. I don’t think we always knew that, and part of the
reason was we didn’t necessarily have updated information from
the Department of Defense.

Mr. ZeLDIN. Well, I mean, you were repossessing a
servicemember’s vehicle without a court order, you didn’t know
that you didn’t have a court order?

Mr. SLOAN. We may not have known at that time that they were
deployed. And so that is why we have created this SCRA Center
of Excellence so that we get up-to-date multiple times a day up-
dates from the Department of Defense. We then have that group
take a look at it before any sort of action. And it is done on a very
frequent basis. And our defect rate today is zero.

Mr. ZELDIN. And I appreciate you doing what you can to address
this, it is very important. But I am concerned that your regret was
that—

Mr. SLOAN. It should have never happened.

Mr. ZELDIN. —you got caught, and not that you were doing it in
the first place. There should have been better systems in place as
our veterans were deployed.

I yield back.

Mr. SLOAN. I completely agree with you.

Chairwoman WATERS. The gentleman from Florida, Mr. Lawson,
is recognized for 5 minutes.

Mr. LAWSON. Thank you. And good afternoon, Mr. Sloan.

Mr. SLOAN. Good afternoon.

Mr. LAWSON. Thanks for coming before this committee. The
chairwoman and the ranking member from the minority party have
really set protocol and I would like to commend you for all of the
questions that you have answered here today.

And walking away from this committee, I would like for you to
just tell me for—we know what the situation is, based on what we
have heard here. What other five or six things that need to be re-
capped again that Wells Fargo under your leadership has done to
correct the financial crisis that was taking place over the last 2
years?

Mr. SLOAN. So, first, we have changed the leadership team. Sec-
ond, we have changed and reorganized the company. And third, we
have changed our incentive programs, not only in our retail bank-
ing business but we have had a look across the entire company re-
lated to that. So this is still part of number three. We have created
a better check and balance in terms of the oversight of those incen-
tive plans by our risk and human resources group.

I think, fourth, we have changed the way the way that we com-
pensate team members, including raising the minimum wage, as
well as making sure that they had the right benefits and we have
made them all shareholders. And then, fifth, we have changed the
way that we communicate to our team members, including to en-
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courage them to raise their hand if there is any concerns that they
have that they see that are going about in the company.

Mr. LAWSON. Okay. And thank you. And in reference to, which
I had the opportunity to look at, The New York Times article and
I heard your statement in relation to it, and oftentimes, it could be
considered as fake news, you know, some of the things that were
reported—

Mr. SLOAN. I just said it was inaccurate.

Mr. LAWSON. Yes, okay. Well, it was inaccurate from your stand-
point.

The other thing I would ask you, which is extremely important
to me because I have a lot of students in my district, is that the
student debt crisis has impacted more Americans than any other
consumer issue. Private lenders have placed skyrocketing interest
rates on student loans, with loan conditions buried in pages of the
legalistic language.

What is your company doing to lower rates in the private market
when it is appropriate and to provide more transparency in terms
of conditions of the loans?

Mr. SLOAN. Our student loan business is relatively small. And we
generally do not make a loan to a student unless there is a co-sign-
er or a guarantor. However, we are working on a program that we
are going to be introducing this year to allow non-Wells Fargo cus-
tomers or Wells Fargo customers with other student loans to con-
solidate those loans and then receive a lower rate.

Mr. LAWSON. Okay. And one other thing you mentioned is about
the diversity that you have. And you said that a lot of women have
been added to the staff. Has any African American been involved
in that diversity issue?

Mr. SLOAN. Yes. I don’t have any African Americans who report
to me directly, but if you look at the next level of leadership in the
company, that is about 100 people, there are a significant number
of African Americans, including Bev Anderson who runs our credit
card business, and including Titi Cole who runs the operations for
our retail business.

Mr. LAWSON. Okay. Thank you.

And just before my time runs out, you mentioned about the vet-
erans, I have a large number of veterans—retired veterans in the
Jacksonville area, the largest in the State of Florida. And you all
are continuing to work on that issue in reference to the problem
that they had with the crisis, right?

Mr. SLOAN. Correct.

Mr. LaAwsoN. Okay.

With that, Madam Chairwoman, I yield back.

Chairwoman WATERS. Thank you.

Mr. Davidson, the gentleman from Ohio, is recognized for 5 min-
utes.

Mr. DAVIDSON. Thank you, Madam Chairwoman.

And thank you, Mr. Sloan, for your presence and clearly some
thorough preparation. I have a question: Do you consider any
crimes to have been committed?

Mr. SLOAN. No.

Mr. DAVIDSON. No crimes? So that would explain why no one has
been charged with criminal fraud?
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Mr. SLOAN. That is correct.

Mr. DAVIDSON. So when tellers from time to time or other people
who are employed—Iliterally hundreds of thousands of people em-
ployed by Wells Fargo commit crimes of theft, whether that is from
Wells Fargo or from Wells Fargo customers, have any of them ever
been charged with theft?

Mr. SLOAN. They may have been. To the extent that we find any-
one has violated the code of ethics in a situation like that, our re-
sponsibilities are, one, to fire them, which we do, and then two, to
file a suspicious activity report with the Federal authorities.

Mr. DAVIDSON. So in fact, there have been prosecutions and con-
victions of people who have stolen money from Wells Fargo and
from Wells Fargo clients, in one case, $185,000 from a homeless
man. And so, it is curious to me that as these acts of fraud were
perpetrated that none of them violated a criminal statute in any
of the States.

Mr. SLOAN. Again, I misunderstood your initial question as it re-
lates to individual circumstances like that that may have occurred.

Mr. DAVIDSON. Okay, right. And so, in this case, aside from some
of these folks no longer working for the company, are you aware
of any ongoing investigations involving criminal conduct by employ-
ees at Wells Fargo in these scandals?

Mr. SLOAN. There are a number of investigations that are going
on in terms of, by Federal agencies regarding Wells Fargo. I can’t
comment on anything beyond what we have disclosed in our 10-K
and 10-Q.

Mr. DAVIDSON. So as encouraging as it is to hear some of the
progress that has been made with the change of leadership, with
the change in the organizational chart, many changes in terms of
initiatives to try to impact and steer the culture in a different way,
I think for a lot of people, they are going to feel like justice hasn’t
really been served, that there really are two standards, where em-
ployees of a big bank like Wells Fargo who steal in one case are
held criminally responsible, and in another case, where it clearly
was designed to meet performance criteria or to help the firm, well,
there is no accountability.

Maybe they lost their job, maybe they didn’t get their bonus, but
there is no one in jail. And customers truly do have a property
right in their credit score, you are reimbursing them because they
have had financial harm and financial impact. They have had
something taken from them and Wells Fargo is making them
whole.

But the person who took it from them is not being prosecuted.
And so, I feel like that is a highlight, not just for us here, but it
is also something that might merit some attention by States and
municipalities around the country. As you have highlighted, State
law is important because you are handling cases differently with
respect to GAP insurance, for example.

So, I hope we move forward on that. I am encouraged, not just
by the structural changes but by the investments that even predate
this in innovation. So in 2015, Wells Fargo launched an innovation
center, and I wonder if you can tell me, without divulging company
secrets, some of the promising things that might help with finan-
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cial technology, better position in Wells Fargo, but also better pro-
tect Wells Fargo customers.

Mr. SLoaN. I will give you two examples. One is that in and
around our innovation group, we have developed artificial intel-
ligence capabilities to be able to scan various transactions, particu-
larly for small businesses and commercial customers, to look for
anomalies in terms of transactions and if something doesn’t look
right, then we will notify the customer.

On the consumer side, it would be our new Greenhouse account
in relationship, it is an all mobile relationship that is focused on
students and customers that—potential customers that haven’t—
the underbank who haven’t been able to be customers, and what
that allows them to do is have an all mobile relationship—

Mr. DAVIDSON. Yes, thank you for that highlight on the all mo-
bile. And as we look at stable coins, JPMorgan just launched a
token economy, and I perhaps look forward to more information on
that going public if you have one in the offering. My time has ex-
pired and I yield back.

Chairwoman WATERS. Thank you. The gentlewoman from Michi-
gan, Ms. Tlaib, is recognized for 5 minutes.

Ms. TrAiB. Thank you, Madam Chairwoman.

My 13-year-old boy the other day, asked, why say socialism or
capitalism? Why not people-ism? And I thought that was genius.
And in that spirit, Mr. Sloan, I want to address some of the scams
that your bank launched on our people.

You know, so many people are using the words consumer abuses,
scandals, but if you look at the definition of scams, they are fraud-
ulent acts, intentional fraudulent acts. Only 5 months ago, Mr.
Sloan, Wells Fargo reported that an internal investigation had thus
far revealed that it erroneously denied or did not offer a loan modi-
fication to 870 customers due to an underwriting software error.
Are you familiar with that?

Mr. SLOAN. I am.

Ms. TLAIB. According to Wells Fargo, your bank, the bank fore-
closed on 545 of these customers based on that error. Who is held
accountable for that?

Mr. SLOAN. The issue that occurred, as you described, Congress-
woman—

Ms. TLAIB. No, no, we don’t need to know, we know it is an error,
right, Mr. Sloan? You are the boss. How do we—I mean, these 545
people didn’t lose a boat; they lost their home. What are we doing?
What are you doing to help them?

Mr. SLOAN. The first thing we have done is we have reached out
to each one of them, we sent them a $15,000 check, which is 2 V%
times the standard that was set in the mortgage servicing settle-
ment, and then we are asking them to come to see us and if there
was additional harm that was done to them, we will make it right.

Ms. TLAIB. Mr. Sloan, the additional harm, and I can tell you
this from my district, is to their credit scores, their consumer re-
port. It is the access now to not only housing and loans, you know
this, but to employment. I have young people who can’t even get
into the military—I mean, there are all of these things that are
tied to it. Car insurance, everything is tied to consumer reports.
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How do you address that? Those are things that are really impor-
tant and I just want to mention that. I have other questions that
are really important.

Mr. SLOAN. So, if I could answer that question—

Ms. TLAIB. Yes. Go ahead—

Mr. SLOAN. —because I think it is a very important one, and that
is why we are working very closely in terms of remediating those
customers. So we have sent those customers a check for $15,000,
which is I mentioned is 2 V2 times the standard that was set in
the mortgage servicing center.

Ms. TLAIB. I think the credit bureau needs to know it was your
mistake, as well.

Mr. SLOAN. And then what we are also doing is ask them to come
in and see us and tell us what additional harm, if any, we caused.

Ms. TLAIB. But Mr. Sloan, they might not know what those addi-
tional harms are. I just want you to know.

Mr. SLOAN. We have centralized the team that is interacting
with those customers, that has experience in dealing with the
issues that you just described, because I agree, there could have
been additional hardship that could have affected credit scores and
we are making—

Ms. TrLAIB. No offense, I know this is an internal investigation
that you did, but I doubt it is only 545.

Now, Mr. Sloan, last week the Michigan attorney general, our at-
torney general, Dana Nessel, announced that debt collection was
one of the top consumer complaints that her office received in 2018
so far. Neither half of the complaints were for credit reporting and
debt collection. In that context, if Wells Fargo’s debt collectors are
required required to place 375 calls per day, how can those con-
sumers expect to receive a good experience, but also enough time
to help solve their problem?

Mr. SLOAN. I can’t confirm that we have a minimum standard of
375 a day—

Ms. TLAIB. Yes, it is a quota. Okay. I would love to follow—if he
can follow up and find out if that is accurate, that you have some
sort of quota—

Mr. SLOAN. We have expectations for everybody at Wells Fargo.

Ms. TrAIB. No, no, no—I think—is it within—Madam, Chair-
woman, I know I am—

Chairwoman WATERS. You still have additional time.

Ms. TrAIB. Yes. I know I am new here. But, Madam Chair-
woman, if later on, I am pretty sure, Mr. Sloan, you will have a
certain period of time to answer that question in writing, so go
back, talk to your team, and I would love the answer to that.

Really quickly, there have been a number of claims as a person
who is a civil rights attorney in Detroit, I can tell you one of the
things that claims of targeting black and Latino communities, and
a number of lawsuits, not only in California, and Madam Chair-
woman’s State, as well as in Philadelphia and others, some of the
things were really disturbing.

A former Wells Fargo employee said that they were instructed to
offer lender credits to borrowers in minority neighborhoods. An-
other Wells Fargo loan officer said they were likely to charge, and
this was intentional, a higher rate to borrowers with Mexican
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names. Was that some sort of internal memo that was going
around saying, if somebody is black or Latino, this is how you ap-
proach them, with higher rates and higher—

Mr. SLOAN. None of that is true.

Ms. TLAIB. Okay.

Mr. SLOAN. And no institution in this country has done more for
diverse communities than Wells Fargo.

Ms. TLAIB. Yes.

Mr. SLoAN. We have a $185 billion commitment to Hispanic
and—

Ms. TraiB. Yes, I saw that. And just—I know, Mr. Sloan, but the
data is there. And I don’t think these Wells Fargo employees are—
but lastly, Madam Chairwoman, I would like—and I don’t have
time—to insert in the record this study that reveals the way racial
discrimination is embedded within the structure of mortgage lend-
ing.

Chairwoman WATERS. Without objection, it is so ordered.

Ms. TLAIB. Thank you so much, Madam Chairwoman.

Chairwoman WATERS. The gentleman from North Carolina, Mr.
Budd, is recognized for 5 minutes.

Mr. Bupp. Thank you, Madam Chairwoman.

And thank you, Mr. Sloan, for joining us, for your time here
today. Look, I think you know better than anyone that mistakes
were made and you have sought to remedy them. You have ac-
knowledged that and you have owned up to that, and I commend
you for that.

You have also said that these mistakes require fundamental and
structural changes at your bank. And I know that you have been
committed to this in your tenure as a CEO. But in that vein, can
you highlight for this committee the most—and this is really a
question of priority—important changes, in your view, that have
been made at Wells under your leadership?

Maybe that is something you have not been able to highlight yet.
But what changes have you made and how will those changes pre-
vent these problems from recurring?

Mr. SLoAN. I think the fundamental change of centralizing our
enterprise risk and control functions is probably the most impor-
tant change that we have made from an enterprise standpoint be-
cause what it does, regardless of leadership, is create an appro-
priate check and balance in terms of ensuring that we are pro-
viding the right products and services to our customers and man-
aging our risks in an appropriate way, check and balance between
those frontline team members across the company who are making
those decisions each day, and then having the oversight to make
sure that they are following all of our policies and procedures.

And then as part of that, the way that information and data is
being shared today is completely different. We connect data in a
different way to spot problems across the entire company. And that
is fundamental to the changes that we have made since I became
CEO.

Mr. BuDD. You addressed some of those problem-spotting ad-
vances that you have made with Mr. Davidson’s questions. But I
want to go back to some of the small business—as most folks know,
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you are one of the largest lenders for small businesses in the
United States.

Mr. SLOAN. That is correct.

Mr. BupD. The protection of growth of small businesses is one of
our top priorities, as Republicans on this committee, and also for
Ranking Member McHenry. Can you tell this committee what in-
frastructure and controls are in place to protect these small busi-
ness clients?

Mr. SLOAN. Sure. The small business group and business bank-
ing group were moved out of our retail banking business and
moved into our wholesale business. So there is a different team of
folks who lead those businesses today.

In addition, the oversight for those—or the check and balance in
terms of enterprise control functions is outside of the business line.
So that the changes that I talked about that are enterprise-wide
also apply to a small business lending, both in terms of our obliga-
tions under following the SBA rules and regulations as well as non-
SBA type of small business lending.

Mr. BuDpD. So what additionally would you say in regards to
small businesses? You addressed it a little bit, but to make sure
they are being treated fairly. I mean, these people are coming out
and they are operating no longer as an individual, but now as an
entity in small businesses. So how are you making sure that they
are treated fairly?

Mr. SLOAN. Well, we are making sure that we have the same
checks and balances in place for those customers that we do for
customers outside small business.

Mr. BupD. Very good. I know it has been a tough day, and it is
probably even tougher knowing that you are talking to an App
State grad and that you went to Michigan, but I appreciate your
time today.

And Madam Chairwoman, I yield back.

Chairwoman WATERS. Thank you.

The gentlewoman from California, Ms. Porter, is recognized for
5 minutes.

Ms. PORTER. Mr. Sloan, thank you for your patience during this
hearing.

In November 2016, you said, “I am fully committed to taking the
necessary steps to restore our customers’ trust.” You also said on
a call in January 2017, “We have already made progress in restor-
ing customers’ trust and we have remained committed to being
transparent with investors.” In your 2017 proxy statement to inves-
tors, you said, “Restoring your trust and the trust of all key stake-
holders is our top priority.”

Those statements, to me, are pretty vague. They sound like they
might be obscure, empty promises. Do those statements really
mean something to you, Mr. Sloan?

Mr. SLOAN. They do.

Ms. PORTER. Why should we have confidence in those promises,
in those statements you have made?

Mr. SLoAN. Well, when you look at the changes that I have made
since I have become CEO, you see that team members are much
more excited about working at Wells Fargo. They like what they
do. Team member voluntary turnover is down to its lowest level in
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6 years. The feedback we get from our team in terms of the
changes that we have made is positive.

We still have more work to do, I don’t mean to suggest that we
are done. I don’t think we should ever be done. Likewise, our cus-
tomers are feeling the same way.

Ms. PORTER. Okay. So it is safe to say that the statements you
have made mean something to you and that customers and inves-
tors can rely on those statements?

Mr. SLOAN. That is correct.

Ms. PORTER. Okay. Then why—Mr. Sloan, if you don’t mind my
asking—are your lawyers in Federal court arguing that those exact
statements that I read are “paradigmatic examples of non-action-
able corporate puffery on which no reasonable investor could rely?”

Mr. SLOAN. I don’t know why our lawyers are arguing that. You
asked me a direct question in terms of, do I believe in the state-
ments that I have made—

Ms. PORTER. Well, I understand that is convenient—

Mr. SLOAN. —and the answer was absolutely correct.

Ms. PORTER. Mr. Sloan, you are a personally named defendant
in Purple Mountain Trust v. Wells Fargo and Timothy J. Sloan.
Are you lying to a Federal judge or are you lying to me and this
Congress right now about whether we can rely on those state-
ments?

Mr. SLOAN. Neither.

Ms PORTER. It is convenient for your lawyers to deflect blame in
court and say that your rebranding campaign can be ignored as hy-
perbolic marketing. But then, you come to Congress, and you want
us to take you at your word. And I think that is the disconnect,
that is why the American public is having trouble trusting Wells
Fargo.

Mr. Sloan, I also want to ask you about—when we met, you said
that Wells Fargo is taking an “expansive view of remediating its
customers who have been harmed.” Why then are you fighting
tooth and nail in Federal court to avoid returning about $350 to
each of 50 auto loan customers in Southern California? And the
money I am talking about, to be clear, is loans these customers
paid off early, meaning they are now entitled to a partial refund
of their GAP insurance.

Mr. SLOAN. Because it is not our responsibility to ensure that
customers receive those refunds from the dealers who receive that
money. It never went through Wells Fargo.

Ms. PORTER. Your salespeople sold them that GAP insurance. It
was part of the transaction when those customers took out the
automobile loans.

Mr. SLoAN. That is incorrect. The transaction occurred between
the auto dealer and the customer. Wells Fargo was not involved.
We never sold GAP insurance.

Ms. PORTER. You never sold GAP insurance. Do you profit from
the sale of GAP insurance?

Mr. SLOAN. No.

Ms. PORTER. Okay. Because the situation that I am under-
standing for these customers, is that they are being told that if
they want a refund of their own money to which they are entitled
because they paid off their loans early, they have to write a formal
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letter and mail it to American Heritage Insurance servicers. Why
is this money just not being automatically refunded?

Mr. SLOAN. Because it would—in that circumstance, and I will
take that circumstance as being correct, Wells Fargo did not re-
ceive that money. That is a transaction between the customer, the
auto buyer, the dealer, and the GAP insurance company.

Ms. PORTER. So, the GAP insurer would be the one who should
be doing these refunds in your view?

Mr. SLOAN. That is correct.

Ms. PORTER. Okay. My last question relates to what Ms. Tlaib,
my colleague, was asking you about. As you know, I was very in-
volved with the national mortgage settlement—I was the California
monitor for the settlement. In your brochure, you said that at-
tempts to contact the remaining affected customers are ongoing.
This is the 870 people that you failed to give a modification to and
the 545 that you wrongly foreclosed on. I think this means there
are more problems there. Is that correct?

Mr. SLOAN. We don’t believe so. What we have done in that cir-
cumstance is we have asked our audit team to review the internal
review that the business and the independent risk function did.
And we don’t believe that is the case.

Ms. PORTER. Okay.

Chairwoman WATERS. The gentleman from Tennessee, Mr.
Kustoff, is recognized for 5 minutes.

Mr. KusTOFF. Thank you, Madam Chairwoman. And I appreciate
Chairwoman Waters scheduling this very important hearing today.
Mr. Sloan, I appreciate you appearing today.

You have answered a lot of questions, frankly, a lot of tough
questions about the problems that have existed at Wells Fargo that
have led to several cases, a number of cases being brought against
the company by Federal regulators as well by affected customers.

For the record, I want to state that I clearly believe it is critical
to our entire financial system that Wells Fargo continue to do ev-
erything that it possibly can to identify the customers affected, to
compensate them accordingly, and most importantly to make sure
that this never happens again.

I also think it is very important that Wells Fargo continue to co-
operate with Federal regulators and with Federal authorities. And
I think it is your testimony today that you are doing that.

Given the number of scandals and admissions by Wells Fargo
that there are customers who have been affected that you can’t
identify, what are you doing? What is Wells Fargo doing in order
to try to identify these people who when their accounts when
opened by your employees, they have been opened with incorrect
and frankly fraudulent contact information?

Mr. SLOAN. So for example on the retail sales practices matter,
when we contacted over 40 million customers through 264 million
different interactions, we sent them all their accounts and said, let
us know if any one of those accounts was opened inappropriately.
And if that is the case, then we will make it right by you.

And we have had multiple interactions with those customers.
And so, we have done our best to try to ensure that any customer
who feels that an account was opened inappropriately, that we
make it right by them.
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Mr. KUsTOFF. Some of these customers may find out on their
credit reports obviously, that accounts have been opened without
their authorization. Their credit history therefore would have been
impacted.

I have two simple questions that, frankly, require simple an-
swers. Is Wells Fargo working with these customers to help repair
their credit scores?

Mr. SLOAN. Oh, absolutely. What we found—and generally when
we opened up a deposit account, we didn’t run a credit check. The
instances that we were most concerned about would be in a situa-
tion where there was a credit card that was opened up inappropri-
ately.

And in those circumstances, about—and 40 percent of the time
when we did a credit pull there was no impact on the credit score,
in the other—in roughly half, the credit score actually went up.
What we are concerned about are the situations in which the credit
score went down.

Where it went down, it generally went down between four and
nine points. That is a range that can have a bigger impact on some
people because it generally impacted customers with higher credit
scores more than customers with lower credit scores.

But we are asking any of those customers to come in to see us
so that if there was any impact, that we would make it right by
them. In addition, those customers can also take part in the class
action settlement.

Mr. KusTOFF. Right. Let me ask it another way, because as you
know, dealing with credit bureaus is not easy for the consumer. Is
Wells Fargo working with the credit bureaus to try to help those
customers?

Mr. SLOAN. Oh, yes. In any situation in which we found that by
our error, we provided inaccurate information to the credit bu-
reaus, we are correcting that information.

And again, we are asking our customers to contact us if they be-
lieve that is not correct. We believe that once we do that, it is cor-
rect. And to ensure that if there is any impact.

Mr. KUusTOFF. On your website, on the frequently asked ques-
tions portion of your website, you acknowledge about the consent
order being in effect, that you are aiming to meet the requirements
of the consent order by 2019. We are now in March of 2019. Have
you had conversations with the Fed or any other Federal regulator
about lifting the consent order or consent orders?

Mr. SLOAN. We have a very constructive relationship with all of
our regulators. And by the way, I don’t think I have said enough
today that the feedback that we have received from our regulators
on all of these issues has been very helpful in terms of us making
progress and improving risk operational oversight customer compli-
ance across the board, every regulator, the Fed, the OCC, the
CFPB and so on. But in terms of our—

Chairwoman WATERS. Time has expired—

Mr. KusToOFF. 1 yield back my time.

Chairwoman WATERS. The gentlelady from Iowa, Mrs. Axne, is
recognized for 5 minutes.

Mrs. AXNE. Thank you, Madam Chairwoman. And thank you,
Mr. Sloan, for being here, I appreciate it. I value the employers in
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my district. And as I know you are aware, Wells Fargo employs al-
most 15,000 Iowans in my district.

But when The New York Times quotes Mark Willie, one of those
Des Moines employees who graciously is here today, saying that
there is an overwhelming sense of frustration, I will take notice.

That article describes that in Des Moines, workers are expected
to handle 33 calls an hour and recoup $40,000 per month. So, let
me clarify that, that is 1.8 minutes per call. Can you confirm that
you use these targets to evaluate your debt collection employees?

Mr. SLOAN. I am not familiar with those specific targets, Con-
gresswoman.

Mrs. AXNE. Well, I am told you use a four point scale, and that
completing a call every 1.8 minutes only gets you a three, so it
doesn’t even get you to the top of that scale. Can you confirm that
Well?s Fargo has terminated employees for not meeting these tar-
gets?

Mr. SLOAN. I am not aware of that, no.

Mrs. AXNE. Well, I spoke to an employee who said that people—

Mr. SLOAN. I am not saying that we didn’t. I am just saying I
am not aware of terminating any team members related to that in-
centive plan.

Mrs. AXNE. Thank you. I spoke to an employee who said that
people have been fired for not reaching these goals, and I want to
add that hitting these goals is far more based on random luck of
who picks up the phone than anything that they can control.

I actually spoke to one of your account retention specialists and
he described a system where if he fell below 90 percent of his tar-
get in any key performance indicator, then he would receive an in-
formal warning. If he fell below an A, essentially, he would receive
an informal warning. If that persisted for 3 more months, then he
would get a formal warning and then be reviewed for termination.

This sounds to me like those cash bonuses that were used for hit-
ting targets previously, that caused all of these issues at Wells
Fargo, are now being switched out for an incentive just to keep
people’s jobs, and I would argue that is even worse.

My entire career has been focused on organizational development
and helping people perform better so organizations reach their
goals, and when I hear that people are afraid to use your ethics
line because of fear of retaliation, I fail to see how you have
changed your culture.

Mr. SroaN. Congresswoman, retaliation has no place in Wells
Fargo today. We have fundamentally reorganized our ethics line
since I have become CEO. I brought in an independent third party
to look at our ethics line in conjunction with our human resources
and risk team. All of the calls that go to our ethics line go first to
an outside third party.

Mrs. AXNE. I appreciate that, thank you. Reclaiming my time. I
appreciate that. Certainly, we know that people have said they
don’t feel comfortable in doing that because they have actually seen
the retaliation, but moving on.

In September 2018, Wells Fargo announced it planned to reduce
its workforce by laying off as many as 26,000 workers, and then
in November of 2018, Wells announced it was laying off 1,000 em-
ployees, and 400 of those were in Des Moines, is that correct?
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Mr. SLOAN. We never announced that we were going to lay off
up to 26,000 employees. What is said at a town hall where I—

Mrs. AXNE. Did you lay off 400 employees in Des Moines?

Mr. SLOAN. I was just referring to the first part of your question.

Mrs. AXNE. I appreciate that. But—

Mr. SLOAN. And that is not an accurate statement.

Mrs. AXNE. Okay.

Mr. SLOAN. Generally, what I said was that that over the next
3 years, we expect our total employment to reduce by between 5
and 10 percent.

Mrs. AXNE. Thank you.

Mr. SLOAN. And most of that is—

Mrs. AXNE. I appreciate that, but I am concerned about the peo-
ple in my district. Were 400 of those people in Des Moines?

Al\c/{r. SLOAN. Four hundred folks were displaced in Des Moines.

n p—

Mrs. AXNE. And what was the reason for that layoff in Des
Moines?

Mr. SLOAN. It depended upon their job. Some of those folks were
displaced because of the fact that the amount of servicing demand
that we had in the mortgage servicing business had declined. There
were other reasons. Somewhere between—

Mrs. AXNE. I have a signed affidavit here saying that an em-
ployee in Des Moines was told her job was being moved to India,
and that employees in that area have gone to India to train those
replacements.

And then, I have also heard from employees who are using your
virtual classrooms for that same purpose, to train people in other
countries. Are these most recent layoffs really just you moving jobs
overseas?

Mr. SLOAN. No, that is incorrect.

Mrs. AXNE. Okay, well, you have added more than 10,000 em-
ployees between India and the Philippines in the last 5 years, and
I know you are building a new facility in the Philippines for an-
other 7,000 employees, I believe. Can we expect that more of your
planned layoffs are just going to be jobs moved overseas?

Mr. SLOAN. No, I don’t think that is going to be the case. We
have 20,000 job openings in Wells Fargo today. Ninety percent of
those are here in the U.S., probably more than that. We hire be-
tween 40,000 and 50,000—

Mrs. AXNE. I appreciate that. I fail to understand, though, how
we are laying people off in this country and building jobs overseas.
Thank you.

Chairwoman WATERS. Thank you. The gentleman from Wis-
consin, Mr. Steil, is recognized for 5 minutes.

Mr. STEIL. Thank you. I want to start by thanking Chairwoman
Waters for calling today’s hearing. I think it is important that we
understand what went wrong at Wells Fargo and ensure that the
meaningful remedial actions have been taken.

We have heard a lot of discussion today about the bank scandal
and I think Members on both sides of the aisle are committed to
holding Wells Fargo accountable and preventing future abuses. I
also recognize that we are having a valuable discussion today about
the role that big banks play in our financial system.
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Mr. Sloan, according to the figures your company has released
over the past few years, a significant number of Wisconsinites have
been harmed by Wells Fargo’s practices. Almost 9,000 customers
have been impacted by unauthorized accounts, 9,500 were harmed
with the auto insurance scandal, and the bank’s mortgage rate lock
scheme affected over 900 people.

My concern is that the reputational damages that have occurred
to Wells Fargo are bleeding over into other banks that are by and
large acting and abiding in a legal and ethical manner.

And so, I am looking at this reputational damage and I am nerv-
ous that we are going to walk away with a view that having a
strong, healthy financial services in our country is important.

And so, I hope that we can come away from this hearing with
an understanding that in order to have a healthy, vibrant economy
that provides opportunities for all Americans, we need to have a fi-
nancial services sector that includes big and small institutions and
operates with customers in mind.

I would like to dig down—we have heard today a little bit about
the size of the operation. Do you think the size of the bank caused
the problems? Or was it an issue with the culture and incentives
that were in place at Wells Fargo?

Mr. SLoAN. I think it was driven by our organizational structure,
some of our incentive plans, and leadership.

Mr. STEIL. So, it’s fair to say that you don’t think it was too-big-
to-manage?

Mr. SLOAN. No, I don’t.

Mr. STEIL. I would like to jump over—you mentioned that you
now have a starting wage at $15 an hour.

Mr. SLOAN. That is correct.

Mr. STEIL. Is that because you felt that you needed to bring in
people of high quality, high talent, to come in and alter some of the
problems that were existing before?

Mr. SLoaN. Well, I think our team before we changed our min-
imum wage was high quality and was doing a good job in meeting
their customer needs. What I was concerned about is that the turn-
over at many of those entry level roles was too high, and so what
that could create would be an inconsistent experience with our cus-
tomers.

So, while the expense of increasing our minimum wage was high
initially, I thought it was the right long-term decision in terms of
reducing our turnover, and that is exactly what we have seen.

And that has created a better experience because our customer
experience and loyalty scores in those areas that were most im-
pacted by the increase in the minimum wage have actually gone
up. So, I think it was the right decision to make.

Mr. STEIL. I am supportive of driving up those wages caused by
market forces, that is how you are recruiting individuals to come
into the bank, not by socialism or “people-ism,” but by a free mar-
ket approach that is moving wages up and then ultimately improv-
ing the customer experience at Wells Fargo?

Let me shift slightly and go over to the oversight role. Your Chief
Enterprise Risk Officer is now a direct report to you?

Mr. SLOAN. That is correct, Mandy Norton.
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Mr. STEIL. And that has been an effective way—that conversa-
tions continue ongoing between you and your Chief Compliance Of-
ficer?

Mr. SLOAN. Oh, absolutely, I interact with Mandy every day, and
we talk about a variety of things. In fact, one of the changes that
we have made since Mandy has joined the company is that we have
a new Enterprise Risk and Control Oversight Committee that she
and I both Chair.

We hold that meeting on a monthly basis. Those meetings are
ways—and we have that kind of structure in each one of our busi-
ness lines, and enterprise control functions, that is where key risks
in the company are determined and discussed. And those meetings
have been very helpful. Anything that comes out of those meetings
is then escalated to our Board and our Board risk committee.

Mr. STEIL. I appreciate that, thank you for your time. I yield
back the balance of my time.

Chairwoman WATERS. Thank you. The gentleman from Illinois,
Mr. Casten, is recognized for 5 minutes.

Mr. CASTEN. Thank you, Madam Chairwoman. Thank you, Mr.
Sloan, for coming here today.

I have some math questions, and these are I think straight-
forward, but I am scratching my head. If I am following the math
right, last year you had about $3.5 billion in fines.

Mr. SLOAN. I'm sorry, can you repeat that?

Mr. CASTEN. You had about $3.5 billion in fines last year, if I add
up the two point one, and the one, and some of the smaller ones
just looking at the handouts we have here.

Mr. SLoaN. I think because that included the settlement of the
RMBS matter from about a decade ago, that is correct.

Mr. CASTEN. Okay. Now, the tax cut last year saved you about
the same amount. If I look at the falling tax rate, from an after-
tax earnings perspective, it was about a wash for you.

Mr. SLoAN. No, I wouldn’t—I would say it is a bit less than that.
But it was—but there is no question that Wells Fargo—

Mr. CASTEN. Squint your eyes, it was pretty close.

Mr. SLOAN. On the reduction in the tax rate, that is correct.

Mr. CASTEN. And certainly if I look at your share price, assuming
constant earnings multiples, your share price today is about where
it was in 2017, so the market seems to have said, plus one, minus
another, you are about even. The first question is, given that a lot
of your senior executives, your compensation is tied to share price
in some fashion, is that about a wash for you personally, for the
senior leadership team?

Mr. SLOAN. I'm sorry, I am not following in terms of wash—

Mr. CASTEN. You are down $3.5 billion worth of fines, you are up
$3.4 billion dollars in terms of avoided tax revenue, so your earn-
ings are about constant. Your price earnings ratio looks to be about
constant because your share price is about where it was in 2017.

Mr. SLoAN. That is correct, but I would say there were a number
of other variables that had an impact in terms of our results.

Mr. CASTEN. Okay, so here is where I start to answer my ques-
tion. If this was a one-time event, you would say that market
shouldn’t factor it in. You know, in actual fact, 2018 wasn’t an
anomaly, you had $1.4 billion in penalties in 2016, $3.4 billion in
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2013, and if I assumed the market is discounting that back, that
is like your 11 price earnings ratio where you are, 15, you have
been at a high. That is like 17 percent to 25 percent of your market
cap that has taken a hit on these funds.

And I am scratching my head at how your investors possibly tol-
erate that. When I got my—I was a CEO of an energy company for
a long time and one of my Board members was fond of telling the
three envelopes joke that you may have heard, that when you come
in as a new CEO, the old CEO says, here are three envelopes, if
you hit a problem, open them in order. First one says blame the
last CEO, works great. Hits a second problem, opens the second en-
velope, blame the last CEO, works great. Hits a third problem,
opens a third envelope, and it says prepare three envelopes.

Mr. SLOAN. I only got one when I became CEO. And that was to
fix problems that existed at the company, and I think the changes
that I have made since I have become CEO, some of which have
been easy, some of which have been hard, are the changes that are
needed to satisfy our shareholders.

Mr. CASTEN. Okay.

Mr. SLOAN. Our shareholders are generally longer-term share-
holders and they see the future of Wells Fargo.

Mr. CASTEN. So one would hope, but here is the problem, in 2016
you guys laid off 53,000 employees, that was supposed to address
the prior change and it was structured for a lot of the reasons that
you described today. A year later, you got a record-breaking fine.

You have talked a lot about the compensation changes among
tellers and among junior staff. If those changes in the past haven’t
made a difference, what are the incentives at the senior level, and
particularly what if anything has been done to the basis of short-
term cash compensation in the C-Suite, and in clearly, if your eq-
uity price is basically flat after all these fines, how much do you
really care if you are getting a bunch of equity compensation, be-
cause it would seem to me that the markets are kind of writing
this one off?

Mr. SLoAN. We care about it a lot because most of the compensa-
tion for senior leaders at Wells Fargo, including me, is in the form
of long-term equity performance. That performance—the vesting of
those shares is based upon our relative performance and our return
on equity measure, the total shareholder return measure, which
would address the issue that you just described, as well as the
achievement of certain risk requirements that have been set by us.
So there is a multitude of reasons in which we would—that equity
would ultimately vest in the dollar amount—

Mr. CASTEN. But you still have a one-way hedge, right? If I am
sitting there and saying your share price is 25 percent lower—

Mr. SLOAN. No, because it could go down to zero.

Mr. CASTEN. Your share price is 25 percent lower than it would
be if your earnings were $3.5 billion higher.

Mr. SLOAN. No, because—I'm sorry, I don’t mean to interrupt,
but the way that the return on equity measure would work is if we
don’t achieve certain hurdles relative to our peers then the equity
vesting actually can be less than what the original grant would be.
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Mr. CASTEN. But in another case, you are getting equity. If I was
an owner of Wells Fargo stock, I would be much more scrupulous
than it appears your owners have been. I yield back my time.

Chairwoman WATERS. Thank you. The gentleman from Texas,
Mr. Gooden, is recognized for 5 minutes.

Mr. GOODEN. Thank you, Madam Chairwoman, and thank you,
Mr. Sloan. Would you explain to me the forced collateral protection
insurance issue, what happened, what that is, where it went
wrong?

Mr. SLOAN. Yes. So, we had a business and have a business that
makes auto loans. And frequently when we make an auto loan, we
buy it from a dealer. When a customer takes out an auto loan they
are responsible for having some level of insurance in place to pro-
tect the underlying collateral of the vehicle.

There is nothing wrong with that, that is very standard anytime
somebody buys a car and takes out an auto loan—where we made
a mistake was our operational oversight of what would happen if,
for whatever reason, that insurance would lapse, and the customer
didn’t have insurance, we had contracted with a vendor to provide
that insurance to our customer, the borrower, and we didn’t have
the appropriate oversight in those situations to ensure that the in-
formation that the vendor was using was correct.

And so in some circumstances, our vendor provided insurance to
customers who already had insurance. We should have done a bet-
ter job. When that issue was escalated to me when I was in my
prior role as Chief Operating Officer of the company, I instructed
our team, because we couldn’t assure ourselves that we have prop-
er oversight, that we should end that process and we did as of Sep-
tember 30, 2016.

Mr. GOODEN. Very helpful, and thank you. To that end, there
was a settlement to many of the States to the tune, I believe, of
about $385 million. Does that number sound correct, to pay these
loan recipients back who didn’t need that insurance?

Mr. SLOAN. No, they are—that is our estimation of what our re-
mediation to customers is going to be for the collateral protection
insurance. There was a separate settlement with 50 State attor-
neys general as well as the District of Columbia related to CPI and
other consumer matters that was $575 million. And that went di-
rectly to the States.

Mr. GOODEN. Has all that been paid out so far?

Mr. SLOAN. I believe that all of it has been paid out to the States.
We are in the midst of remediating customers. That is taking
longer than I would like. We are about a third to 40 percent
through right now. We believe that we will have all of the cus-
tomers remediated by the beginning of next year.

Mr. GOODEN. Okay. Do you know what the delay is for repay-
ment? I understand about 10 percent of the customers who are
awaiting payment are in Texas. And I would just like some kind
of estimation on when we can expect that.

Mr. SLoaN. Well, I think that is an example of where the rela-
tionship with our regulators has been very helpful, in particular
with the OCC, where we have had a lot of give-and-take in terms
of how extensive the remediation should be. We have taken a lot
of really good feedback from them.
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We now have the remediation plan in place. It has taken longer
than I would have liked, and I apologize for that, but we want to
make sure that it is done right. But the pace of that remediation
has increased and, again, we will have everyone remediated by the
beginning of next year.

Mr. GOODEN. Thank you.

I yield back.

Chairwoman WATERS. The gentlewoman from Massachusetts,
Ms. Pressley, is recognized for 5 minutes.

Ms. PRESSLEY. Thank you, Madam Chairwoman.

Mr. Sloan, I wanted to follow up on a few questions that my col-
leagues had touched on earlier related to the corporate culture at
Wells Fargo. In your testimony, you specifically referenced Wells
Fargo’s commitment to address some of the country’s most pressing
social and economic issues.

Picking up on some of what my colleague, Representative Porter,
was getting at, I am encouraged by this pledge, but skeptical. Last
year, Bloomberg News reported on the long relationship between
Wells Fargo and the National Rifle Association. Since 2012, Wells
Fargo issued approximately $431 million in loans to some of the
largest firearms and ammunition companies.

Additionally, according to financial filings last year, Wells pro-
vided $40 million worth of lines of credit to Sturm, Ruger & Com-
pany. As I am sure you are aware, Mr. Sloan, Sturm, Ruger is one
of the largest firearm manufacturers in the country and their prod-
ucts have been used in the last nine mass shootings. This company
has also donated significantly to the NRA.

I bring this up because gun violence is an issue that is particu-
larly rampant in the Massachusetts 7th Congressional District.
There have been nearly 2,200 gun violence incidents in my district
over the last 5 years alone.

So given your pledge and your commitment to help address some
of the county’s most pressing social and economic issues, yes or no,
because I only have 5 minutes, do you think that stemming the epi-
demic of gun violence is a pressing social and economic issue?

Mr. Sr.oAN. I do.

Ms. PRESSLEY. Okay. So could you tell me why, when Bank of
America has stopped lending to Sturm, Ruger and other companies
who make assault style rifles, Citigroup announced it would cut
ties, and JPMorgan announced that they are significantly cutting
exposure to the gun industry—so, Mr. Sloan, what is Wells Fargo
waiting on?

Mr. SLOAN. We are not waiting on anything. We want to con-
tinue to bank industries across this country that follow the laws
and regulations on a local, State, and national basis, and we will
continue to do that.

In addition, what we are doing is we are going to be partnering
with a number of nonprofits to donate $10 million for nonpartisan
research in terms of how we can reduce—

Ms. PRESSLEY. Sorry, reclaiming my time, I only have 5 minutes
here.

Your website specifically states that you are committed to the
highest standards of integrity, transparency, and principles per-
formance and that you do the right thing in the right way and hold
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yourselves accountable. And yet, you are providing millions of dol-
lars to an industry lobby that is determined to manufacture fire-
arms of ever-increasing lethality, firearms that have been used to
murder tens of thousands of Americans each year.

So my question was actually a rhetorical question, because I al-
ready know why you have not divested from the NRA. According
to IRS filings, the NRA paid nearly $10 million in banking fees be-
tween 2015 and 2016 alone to Wells Fargo. They also held up to
$13.2 million in cash and cash equivalents in Wells Fargo accounts.

According to recent SEC filings, the Political Victory Fund,
NRA’s PAC, paid Wells Fargo nearly $71,000 in various banking
fees over the last 3 years. Does this sound right, Mr. Sloan?

Mr. SLOAN. That is old data—

Ms. PRESSLEY. Well, it is not right, but does it sound like what
you are doing?

Mr. SLOAN. It is not what we are doing, because we do not—the
only banking relationship that we currently have with the NRA is
that we have a loan which is amortizing on their building. They
have moved their banking relationship outside of Wells Fargo.

Ms. PRESSLEY. Mr. Sloan, one of our first hearings on the Finan-
cial Services Committee was focused on the ways in which one’s
credit score can either make or break a consumer’s ability to get
ahead in life. For the consumers who were harmed as a result of
Wells Fargo’s egregious breach of trust, many are still suffering
consequences from the systemic fraud that took place at your bank
through hits on their credit scores.

In October 2017, you testified before the Senate Banking Com-
mittee that of the 3.5 million potentially unauthorized accounts,
about 190,000 incurred $6 million in fees and charges, and that
Wells Fargo was working on refunding every nickel. But in your
testimony today, you did not provide much detail on your progress
in making these harmed consumers whole. Could you elaborate?

Mr. SLOAN. Sure. So in addition to the outreach that I described
in my testimony, what we have been able to do is continue to reme-
diate customers. That has totaled now, as relates to retail banking
sales practices, about $31 million. We are not seeing any additional
customers are coming in to indicate that we haven’t made things
right. They can still, obviously, do that.

We are also working with the class action to make sure that they
gave all the data that we have, we have all the data that they

ave—

Ms. PRESSLEY. Excuse me. Are you removing harmful or erro-
neous data from peoples’ credit files?

Mr. SLOAN. Oh, we have done that. To the extent that there has
been anything reported that has been incorrect, we have corrected
it. And to the extent that there has been an impact on them, we
have asked them to let us know what it is. We have worked with
them and we have remediated them.

Chairwoman WATERS. The gentleman from Indiana, Mr. Hol-
lingsworth, is recognized for 5 minutes.

Mr. HOLLINGSWORTH. Good afternoon.

Mr. SLOAN. Good afternoon.

Mr. HOLLINGSWORTH. I want to transition some of the conversa-
tion away from the dialogue about Wells Fargo, specifically, and I
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just want to talk a little bit more about the architecture of the fi-
nancial system, especially post-crisis.

You obviously have worked in the field for very long time, and
have a great deal of experience in the field. And I am curious, as
an observer, about what has happened over the last 10 years; I am
curious as to some of your observations. There are a couple of
things I wanted to set the stage with, though.

It seems to an outsider that we have an arms race going on, an
arms race between regulators and banks. Banks are getting larger
and more concentrated on account of some of the regulatory efforts
that have been undertaken, especially during the crisis. Some sta-
tistics, pre-crisis, about 36 percent of deposits were in institutions
that have greater than $250 billion in assets; now it is 49 percent,
correct? There used to be six of these institutions, and now there
are nine of these institutions.

On the same side, regulators have grown dramatically. The Fed-
eral Reserve operating budget is double what it was, the FDIC is
quadruple what it was, the OCC is quadruple what it was. The
CFPB, obviously, didn’t exist beforehand, and has a $300 million
operating budget, at least prior to Mick Mulvaney being over there.

What we haven’t seen are a lot of new bank entrants. Prior to
the crisis, over the last 20 years 137 new banks were started every
single year. Since the crisis, there have been 1.5 banks, on average,
that have started every year.

So, what my friends across the new aisle continue to talk about
is consumer empowerment, but what they really mean is regulator
empowerment, in the hopes that that will help the consumer.

But to Hoosiers back home who are seeing their banking choices
decline dramatically, who feel like they can’t get a mortgage in
their local community, that they can’t reach out to a financial insti-
tution, that they don’t have control of their financial future, they
are saying, “Where is the empowerment, where is the real help?”

So, I wondered if you might be able to talk a little bit about how
the regulatory environment has constrained new entrants into the
banking industry and what that might mean for the significant
portion of the population, around 6.5 percent, who are totally
unbanked in this country.

Mr. SLOAN. Well, I don’t think the regulatory environment post-
crisis has fundamentally impacted our ability to serve any of our
customers, with a few exceptions.

I think that, in fact, there is a place for every size of bank in this
country—small, medium, and large—and I think what you are see-
ing today is that larger banks have the ability to use the economies
of scale and technology to invest in different products and services
that customers really like.

Likewise, I think you are seeing new entrants, non-banks,
Fintechs, as they are sometimes described, come up with new prod-
ucts and services that are very interesting. Sometimes, they are of-
fering those products and services directly to consumers, and some-
times, they partner with firms like Wells Fargo or others.

Mr. HOLLINGSWORTH. Yes, so to break apart your first point, the
economies of scale, one of the things we have seen is that regu-
lators have ramped up the number of regulations that are being
promulgated and the cost of doing business has gone up.
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Banks, just like every other industry, have to respond to that
and they have gotten larger, because they have to amortize those
fixed costs over more and more people, more and more loans, more
and more accounts, et cetera. And we have seen the number of
community banks, the number of small banks in the country, fall
precipitously over the last 10 years. Is that something that you
would agree with generally?

Mr. SLoAN. I think generally, but I would also support—and
there has been legislation that has been passed recently that there
should be different standards. I think as a large bank in this coun-
try, that has a bigger impact on this country, we should be held
to a higher standard, and clearly, we are.

Mr. HOLLINGSWORTH. Right.

Mr. SLoaN. I think that in terms of medium-sized banks and
smaller banks, it should be graduated down so it doesn’t have as
much impact on their ability to serve their customers.

Mr. HOLLINGSWORTH. I think that is exactly right. I think ensur-
ing that we have a runway, we want to watch larger institutions
more carefully, they are more integral to the global financial sys-
tem, but we need to empower small institutions, as well. And I,
like you, firmly and fundamentally believe that big does not nec-
essarily equal bad and that there is a place for every institution
in the ecosystem.

But I am firmly worried that the regulatory policies that are
being pushed, enacted, and now called for, might meaningfully en-
sure that only big institutions can survive, and for my rural dis-
trict, those institutions aren’t frequently serving Salem, Indiana,
aren’t frequently serving Jeffersonville, Indiana, and aren’t fre-
quently serving Bedford, Indiana.

And I wondered if you might talk in the last 30 seconds about
some products that you are pushing that might help reached those
unbanked people? How can we further the reach of the banking
system to empower Americans?

Mr. SLOAN. Well, we are not pushing products anymore.

Mr. HOLLINGSWORTH. Poorly worded, my fault.

Mr. SLOAN. Yes, I can understand. But one would be a new ac-
count that we are piloting right now in seven States called “Green-
house,” which is a new checking relationship that is focused on the
underbanked and students.

Mr. HOLLINGSWORTH. Great.

Mr. SLOAN. And the focus there is to provide a product that can
be completely mobile so you don’t need a local branch to go into,
that doesn’t allow overdrafts, that has a debit card, that also has
a budgeting system set up—

Mr. HOLLINGSWORTH. I love that.

Mr. SLOAN. —to help with financial education.

Mr. HoLLINGSWORTH. Well, I appreciate that work. Hoosiers back
home will appreciate that. Thank you.

Mr. SLOAN. Thank you.

Chairwoman WATERS. The gentlewoman from New York, Ms.
Ocasio-Cortez, is recognized for 5 minutes.

Ms. Ocasio-CorRTEZ. Thank you, Madam Chairwoman. Mr.
Sloan, earlier today you said that Wells Fargo does not put profits
over people, correct?
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Mr. SLOAN. That is correct.

Ms. OcaAsIO-CORTEZ. I am interested in the human rights abuses
and environmental disasters that some say are financed by your
bank, Wells Fargo. In a recent Guardian article by Krystal Two
Bulls and Matt Remle, they stated, “Wells Fargo has pursued prof-
its without principles by investing in private prisons, for-profit im-
migration detention centers, loan shark-like payday lending, and
holding much of the bond debt strangling Puerto Rico’s efforts to
lift itself out of its financial crisis.” Is it true that Wells Fargo has
invested or financed in some of these industries?

Mr. SLoAN. We made a decision 2 years ago to exit the two rela-
tionships that we had with two public private—or public prisons—
private prisons firms. One has been exited, and then when the
credit agreement with the other one amortizes and matures, we
will no longer have that relationship.

Ms. Ocas10-CORTEZ. Are those two companies GEO Group and
CoreCivic?

Mr. SLOAN. Correct.

Ms. OcaAs10-CORTEZ. And which one has been exited, GEO Group
or CoreCivic?

Mr. SLOAN. I can’t recall exactly which one.

Ms. Ocas10-CorRTEZ. Okay. And, Madam Chairwoman, I would
like to seek unanimous consent to submit three reports high-
lighting the bank’s role in debt financing these groups, the for-prof-
it prison companies running ICE detention facilities.

Chairwoman WATERS. Without objection, it is so ordered.

Ms. OcAs10-CORTEZ. Mr. Sloan, why was the bank involved in
thehc?aging of children and financing the caging of children to begin
with?

Mr. SLoAN. I don’t know how to answer that question, because
we weren't.

Ms. Ocas10-CORTEZ. You were financing and involved in debt fi-
nancing of CoreCivic and GEO Group, correct?

Mr. SLoAN. For a period of time, we were involved in financing
one of the firms. We are not anymore, and the other—I am not fa-
miliar with the specific assertion that you are making, but we
weren’t directly involved in that.

Ms. OcaAs10-CORTEZ. Okay, so these companies run private deten-
tion facilities run by ICE, which is involved in caging children, but
I will move on.

Mr. Sloan, Wells Fargo was also an investor, a major investor in
the Dakota Access pipeline and the Keystone XL pipelines. They
were prime investors and lenders to companies building these pipe-
lines in defiance of Standing Rock Sioux’s treaty rights to protect
its water and sacred lands.

The Lakota Sioux warned early on that the pipeline was unstable
and bound to leak. Despite that, it was built anyway, and it has
leaked at least 5 times. And the Keystone XL in particular had one
leak that leaked 210,000 gallons across South Dakota.

Since Wells Fargo financed the building of this pipeline in an en-
vironmentally unstable way, why shouldn’t the bank be held re-
sponsible for financing the clean-up of the disasters from these
projects?

Mr. SLOAN. Which pipeline are you referring to?
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Ms. OcAs10-CORTEZ. Either. We know—

Mr. SLoAN. We were not involved in the financing of the XL
Pipeline. We were one of the 17 or 19 banks that was involved in
the financing of the Dakota Access Pipeline.

Ms. Ocasio-CorTEZ. Okay. So Wells Fargo hasn’t financed any
company associated with the Keystone XL pipeline?

Mr. SLOAN. No, I didn’t say that.

Ms. Ocas10-CORTEZ. Okay.

Mr. SLOAN. I said we are not involved in financing that pipeline
specifically.

Ms. Ocasio-CorTEZ. Okay. So let’s focus on the Dakota Access
Pipeline. Should Wells Fargo be held responsible for the damages
incurred by climate change due to the financing of fossil fuels and
these projects?

Mr. SLOAN. I don’t know how you would calculate that, Congress-
woman.

Ms. OcaAs10-CORTEZ. Say from spills or when we have to reinvest
in infrastructure, building seawalls from the erosion of infrastruc-
ture, or cleanups, wildfires, et cetera?

Mr. SLOAN. Related to that pipeline? I am not aware that there
has been any of what you described that has occurred related to
that pipeline.

Ms. Ocasio-CoRrTEZ. How about the cleanups from the leaks of
the Dakota Access Pipeline?

Mr. SLOAN. I am not aware of the leaks associated with the Da-
kota Access Pipeline that you are describing.

Ms. Ocas10-CORTEZ. So, hypothetically, if there was a leak from
the Dakota Access Pipeline, why shouldn’t Wells Fargo pay for the
clean-up of it, since it paid for the construction of the pipeline
itself?

Mr. SLOAN. Because we don’t operate the pipeline. We provide fi-
nancing to the company that is operating the pipeline. Our respon-
sibility is to ensure that at the time we make that loan, that that
customer—and we have a group of people in Wells Fargo, including
an environmental oversight group headed by my colleagues who
used to be at the EPA to ensure that our—

Ms. Ocas10-CORTEZ. One question: Why did Wells Fargo finance
this pipeline, when it was widely seen to be environmentally unsta-
ble?

Mr. SLOAN. Again, the reason that we were one of the 17 or 19
banks that financed that is because our team reviewed the environ-
mental impact and we concluded that it was a risk that we were
willing to take.

Ms. Ocas10-CORTEZ. Thank you.

Chairwoman WATERS. The gentleman from Ohio, Mr. Gonzalez,
is recognized for 5 minutes.

Mr. GONZALEZ OF OHIO. Thank you, Madam Chairwoman.

Thank you, Mr. Sloan, for being here. From the questions and
answers that we have heard so far today, it does seem clear that
there is still a significant amount of concern regarding the steps
Wells Fargo has taken since 2016, regarding some of the mis-
conduct.

I think it is important for us to remember that these actions hit
real families. They hit them in Ohio, my home State. Misconduct
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resulted in more than 1,500 Ohioans having unauthorized ac-
counts, 3,200 being improperly charged for collateral protection in-
surance, and nearly 1,500 impacted by being improperly charged a
rate lock extension fee. Our constituents rightfully have to ask
themselves what should they do as a result.

For my first question, I want to go back to what Mr. McHenry
was talking about earlier. He mentioned that in the last few
months, there have been reports of ongoing investigations into ex-
cessive fees in the wealth management division, deficiencies in the
bank’s anti-money laundering compliance program, an under-
writing software issue, and just last month, violations related to
the sale of add-on products and the freezing or closing of accounts.

I know that is a lot that we just talked about. But from your per-
spective, can you give the committee a sense of which issues you
are tracking right now and give us a sense of whether we are out
of the woods? Because candidly, it does feel like there is a lot still
up in the air here.

Mr. SLOAN. Well, there is, and I am tracking all of those issues,
not just one of them. All of those issues occurred prior to my step-
ping into this role as CEO, but now that I am CEQO, I take respon-
sibility for resolving them.

I think the changes that I have implemented since I have become
CEO are addressing those issues. And one of the promises I made
to all of our stakeholders when I stepped into this role is that we
would look far and wide within the company to make sure that
there were no other issues.

That is why some new issues have occurred. They are not nec-
essarily new errors that we have made. It is just that we have en-
couraged the team to look very hard so that we can get through
this very challenging part of our history and make sure that any
customers who were impacted, that we treat them appropriately.

Mr. GONZALEZ OF OHIO. Got it. So if I am understanding this cor-
rectly, what you are basically saying is we did have a lot of issues.
That is obvious.

Mr. SLOAN. There is no question about that.

Mr. GoNzALEZ OF OHIO. Nobody is denying that. But since you
took over as CEO, you feel like you have kind of put a stop to that.
You are still investigating the things that went on prior to your ar-
rival. And that going forward, since your time as CEO, you feel
very comfortable with how the bank has performed on these issues?

Mr. SLOAN. Well, I can’t promise you perfection.

Mr. GONZALEZ OF OHIO. Right, but—

Mr. SLOAN. But what I can promise you is I believe that the or-
ganization we have put in place, the investment in thousands more
risk professionals, as well as technology, as well as investment in
risk, is putting us in a place where the chance of these types of
issues occurring again is much, much less.

Mr. GoNZALEZ OF OHIO. Okay, great.

My next question shifts to the culture. I know The New York
Times just wrote an article suggesting maybe the cultural changes
haven’t been as effective. Can you talk about specifically what you
are doing at the executive level, at your level, to make sure that
the culture does in fact turn over? It is a big organization; it is
hard to turn around a culture in just a few short years, so—
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Mr. SLOAN. Yes. So one of the key changes that we made is en-
couraging team members that if they see something that they are
concerned about, or if they have a good idea, that they should raise
their hand and let us know.

Mr. GoNzALEZ OF OHIO. Has that resulted in proactive commu-
nication?

Mr. SLOAN. Oh, absolutely, yes. And the way that we track that
kind of information is much different. We have also encouraged our
team to the extent that they are uncomfortable, raising something
to their manager or human resources group, to call our ethics line.
And calls into the ethics line now go outside the company and they
are dispositioned in a much more independent way to ensure that
there is no retaliation in the company.

Mr. GONzZALEZ OF OHIO. Great. And then for my final question,
some of my colleagues on the other side of the aisle are what I
would call attacking Wells Fargo for conducting business that is
perfectly legal with customers. So the groups that were just men-
tioned, were any one of them breaking Federal law when you were
banking them?

Mr. SLOAN. Not that I am aware of. And one of the standards
that we set in banking any sort of industry that has various
reputational issues is to make sure that there is a double-check be-
yond just a normal credit underwriting that we would do for on a
reputational basis, so that we don’t run into those kinds of issues.

Mr. GONZALEZ OF OHIO. Thank you.

And I yield back.

Chairwoman WATERS. The gentleman from Utah, Mr. McAdams,
is recognized for 5 minutes.

Mr. McApawms. Thank you, Madam Chairwoman.

Mr. Sloan, I think without question, Wells Fargo and its various
actions have caused harm to hundreds of thousands and possibly
millions of customers. Your violations have stretched from egre-
gious sales practices, whereby the company opened millions of ac-
counts in customers’ names without their consent or knowledge, to
violations of the Servicemembers Civil Relief Act.

And just in November of this past year, it was reported that you
foreclosed on 545 customers based on a computer error: 545 fami-
lies kicked out of their homes when they shouldn’t have been, 545
families with their stability uprooted. All the consent orders and
fines in the world can’t repair that damage.

In your written testimony, you discussed the transformation of
the company and I believe that you do want to improve the com-
pany. And we want to improve the company because we also want
these practices to cease. Wells has over 3,000 employees in my
State, and I know these employees, and I want them to be proud
of where they work and not have a workplace that pushes them to
act unethically or illegally.

So, Mr. Sloan, I wanted to go back to your comments about The
New York Times article. And I am paraphrasing, but I think in a
previous question that was asked, you basically said that you dis-
agreed with the content of that story. But if these employees feel
this way, then that, I think, is a concern for us. You can disagree
with the article, but those employees matter and their concerns
matter.
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And the article says, “In a survey of more than 27,000 employees
in the bank’s information technology department late last year, top
concerns included their ability to raise grievances with managers
and whether Wells Fargo conducts its business activities with hon-
esty and integrity.”

The article goes on to report that the workers at Wells Fargo re-
cently flooded the bank’s internal logs with hundreds of angry com-
ments about Wells Fargo’s sales incentives and pay and ethics
leaders’ doublespeak. So if employees feel like they can’t raise
grievances with managers, whether or not you believe that to be
the case, then that is a concern and it raises questions about the
culture at Wells Fargo.

What do you think are the root causes of these employees’ con-
cerns? And do you believe these employees when they say that they
feel this is a problem?

Mr. SLOAN. I don’t mean to question how any of our team mem-
bers feel. And there is no question that improving culture is a jour-
ney. I don’t mean to sit here and suggest today to you that we
solved the culture issue, because it requires leadership and man-
agers and communication and an open relationship with our team
members.

One way I deal with it, and I will just give you my example, is
that I hold town halls every other month. In those town halls, I
provide an update for about half-an-hour for our team members.
There are generally 500 to 2,000 team members in attendance. The
town halls are broadcast to the entire company live, and then we
take unscripted questions from team members in whatever they
would want.

And at the end of every one of those town halls, I say the fol-
lowing, “If there is any concern that you feel about this company,
that you feel hasn’t been raised, call me or send me an e-mail.” I
get communications from our team all the time, and I make sure
that we follow-up.

Congressman, I can’t promise you that every one of our 260,000
team members jumps out of bed, runs into work at Wells Fargo,
and it is the happiest place on Earth, right?

But what I can promise you is when we survey our team mem-
bers across the entire company, that is not the results we get. That
doesn’t mean that everybody feels the way I would like them to,
and that is why this changing culture is a journey and we are not
done yet.

Mr. McApawms. I just want to make the point that I don’t think
it is about morale or how people feel about the workplace, but it
is, do people feel comfortable they can report concerns or griev-
ances up the food chain without retribution? Do you think it is
alarming? And so, the reports are that many employees still feel
this way, that they feel that the culture is not one where they can
raise red flags up the food chain without consequences.

Mr. SLoAN. I think it is disappointing, based upon the progress
that we have made and the changes that we made that any of our
team members feel that way. And to the extent that that is how
our team members feel, we will redouble our efforts to make sure
that we have communicated to them all the changes that we have
made and that there is no place for retaliation in Wells Fargo.
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Mr. McADpAMS. It is alarming to me that employees are still feel-
ing this way because if employees don’t believe you when you say
that the culture has changed, then I don’t know that we can con-
clude that the culture has changed.

Mr. SLoAN. Well, again, Congressman, we have 260,000 team
members and most of them when we survey, an overwhelming per-
centage of them feel that the changes we have made are making
a difference. And again, that is not to say we are done yet. I am
not going to be satisfied until every one of them—I don’t know if
we will ever reach that, but that is my goal.

Mr. McApawms. Thank you, Mr. Sloan.

And I yield back.

Chairwoman WATERS. The gentleman from Georgia, Mr.
Loudermilk, is recognized for 5 minutes.

Mr. LOUDERMILK. Thank you, Madam Chairwoman.

Mr. Sloan, it has been a long day. I know it has been a long day
for you. And quite frankly, some of the actions by Wells Fargo have
been very egregious and it is probably worthwhile for you to be
here. I have a couple of questions before I—the core question I
want to ask you is going to deal with the OCC’s consent order and
beneficial ownership, just so you know where I am eventually going
to go with this.

Mr. SLOAN. Okay.

Mr. LOUDERMILK. But I want to address a couple of things that
I think are maybe overlooked or is unfortunate in the direction
some of my colleagues have taken today’s hearing. What was your
customer base prior to the investigation or scandal from the con-
sumer standpoint? How many customers did you have?

Mr. SLOAN. Approximately 70 million.

Mr. LOUDERMILK. How many do you have today?

Mr. SLOAN. A little bit more than that.

Mr. LOUDERMILK. So you experienced some loss, I would imagine,
during that time?

Mr. SLoaN. Well, actually no. What we experienced is, I mean,
we are always gaining and losing customers every day—

Mr. LOUDERMILK. Right.

Mr. SLOAN. People move and so on and so forth. We compete for
business with other banks and we win and lose it every day. But
overall, since the fourth quarter of 2016, what we have seen is our
customer base grow. It is not growing as much as I would like, but
it is going in the right direction now.

Mr. LOUDERMILK. So I would take it then that your customers
are pretty satisfied with the service you are giving, some of the cor-
rective actions you are making?

Mr. SLoaN. That is the feedback that we get from them. We sur-
vey our customers—in addition to on a specific basis in our retail
business where we survey customer experience and loyalty scores,
we also separately have a survey that we do monthly. And we are
going in the right direction. Again, we have more work to do, but
your statement is correct.

Mr. LOUDERMILK. Okay. One other issue I want to address is, do
you make auto loans?

Mr. SLoAN. We do.

Mr. LOUDERMILK. Are you going to continue to make auto loans?
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Mr. SLOAN. We are.

Mr. LOUDERMILK. The reason I am asking you this is because, ac-
cording to the CDC, more people were killed by auto accidents than
by guns in the past several years. Using the logic of some of my
colleagues, I am not going to sit here and ask you to quit making
auto loans.

Mr. SLOAN. Thank you.

Mr. LOUDERMILK. I am one of the few on this committee who has
been a victim of both gun violence, and of what should have been
a fatal auto accident. You very well may have made the loan to the
rental car company to buy that car in which I was a victim of a
triple flip-over accident on an interstate. My wife and I were fortu-
nate to survive. On two occasions, I have been shot at: once on the
baseball field; and once back at home.

I don’t want you—I am not expecting to use your business as a
tool to shape culture, or do a cultural experiment or make it a lab
to do something that wouldn’t be done otherwise. And I think that
it is unfair to put you in that position. Both of those are legal in
the United States and those businesses that operate—whether they
sell automobiles or manufacture automobiles, or sell guns—that is
something that shouldn’t be laid at your table. I just wanted to ad-
dress that.

Now, onto the core question I have. The Office of the Comptroller
of the Currency, as has been mentioned already, has given you a
consent order regarding beneficial ownership. And during your sec-
ond quarter 2018 10-Q filing, you stated that some Federal agen-
cies have been making inquiries into the bank regarding poten-
tially inappropriate conduct related to the collection of beneficial
ownership information.

Mr. Sloan, what is the potentially inappropriate conduct that
took place?

Mr. SLOAN. The consent order that we have in place with the
OCC actually covers our BSA/AML program and our wholesale
banking business. I will be quick.

And what the focus there is, is not that we are not following
BSA/AML laws, but that we were not doing a good enough job of
documenting how we make decisions. By the way, the OCC is com-
pletely correct, and we are reforming and improving our capabili-
ties.

One of the requirements that was introduced about a year ago
is a beneficial ownership forms. And what we found, because of a
call to the ethics line that we put into place after I became CEO,
was that some of our team members were not following our policies
and procedures in completing those beneficial ownership forms, and
that is unacceptable.

Mr. LOUDERMILK. So you are complying with the consent order
at this point?

Mr. SLoAN. We are. We have more work to do because the con-
sent order hasn’t been lifted, and we take our responsibilities to the
OCC seriously, but we are making progress.

Mr. LOUDERMILK. I know there is a lot of confusion with the
FinCEN customer due diligence rule regarding this, and so I ap-
plaud your efforts. What has taken place is egregious. I don’t think
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anybody on this committee would depart from that. But I do appre-
ciate the effort you are making to move forward.

Mr. SLOAN. Thank you.

Mr. LOUDERMILK. I yield back.

Chairwoman WATERS. The gentlewoman from Virginia, Ms.
Wexton, is recognized for 5 minutes.

Ms. WEXTON. Thank you, Madam Chairwoman, and thank you,
Mr. Sloan, for joining us here today. As I was going through the
materials to prepare for today’s hearing, I was just so struck by
really the scope and the breadth and the depth of fraudulent activi-
ties throughout basically every one of Wells Fargo’s subsidiary
businesses.

And I know we have been through these before and time is short,
but I do think it is important to tick off some of them: in consumer
banking, with the opening of fraudulent accounts; opening credit
cards without customers’ consent; debit cards on auto loans. I know
that you dispute the actual selling of the force-placed insurance,
but you did repossess a number of cars that you shouldn’t have as
a result of that.

On Wells Fargo wealth advisers, on the wealth management
side, there was some churning of investments that were supposed
to be long-term investments, and selling those to receive commis-
sions and fees.

On the mortgage side, there were inappropriate fees charged for
interest rate locks even when the delay was due to Wells Fargo’s
own actions, and the violations of the Servicemembers Civil Relief
Act are pretty egregious, including repossessing cars from
servicemembers who were deployed abroad. Wells Fargo is now
subject to, I think you said, 14 separate consent decrees, is that
correct?

Mr. SLOAN. Correct, yes.

Ms. WEXTON. And so, you would agree with Chair Yellen’s as-
sessment that there was pervasive and persistent misconduct at
Wells Fargo?

Mr. SLoAN. I think we made a significant number of mistakes
that we shouldn’t have made. We have taken responsibility for
those errors and since I have become CEO, we have made funda-
mental changes in the company to address those shortcomings.

Ms. WEXTON. Now, you had said that one of the causes or what
you perceived to be a potential cause of all of these offenses was
that you had a decentralized sort of management system at Wells
Fargo, is that correct?

Mr. SLOAN. That is correct.

Ms. WEXTON. In other words, each subsidiary was kind of going
rogue on their own, is that correct?

Mr. SLoaN. Well, I didn’t say they were going rogue on their
own, but I think that the way that they were organized is, they
had the enterprise risk and control functions within the business
1i1}1e that didn’t create enough—the check and balance that we have
today.

Ms. WEXTON. Okay. But I just find it so interesting that each one
of these businesses was engaging in the same kind of pattern of
fraudulent misconduct, even though they were each operating in
their own little spheres. So now you say that management and ev-
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erything is centralized and that is going to solve this problem, or
at least help ensure that it is not going to happen again. Is that
correct?

Mr. SLOAN. I think that is one of the fundamental changes that
we have made since I have become CEO to address it, but it is not
the only one.

Ms. WEXTON. Okay. I can’t wrap my head around why and how
every single subsidiary of Wells Fargo was engaging in some sort
of fraudulent activity if it wasn’t coming from the top. Would it be
your position that all banks do this sort of thing and Wells Fargo
is just the one that got caught?

Mr. SLOAN. No, of course not. But I wouldn’t agree with the
statement that every one of our operations was engaging in inap-
propriate activity. There is no question that it happened.

Ms. WEXTON. Well, just the ones that I listed, the auto, mort-
gage, and consumer deposit accounts, all of those were, right?

Mr. SLOAN. There is no question we made errors in those busi-
nesses.

Ms. WEXTON. You have been employed at Wells Fargo for about
30 years or thereabouts?

Mr. SLOAN. 31%5.

Ms. WEXTON. Okay. And most recently as Chief Operating Offi-
cer before you became CEO, right?

Mr. SLOAN. Yes, I was Chief Operating Officer for about 10
months.

Ms. WEXTON. Okay. And so to the consumers who were wronged
by Wells Fargo during this long pattern of misconduct, how do we
assure them that you are the best person to change the culture
when you have been a part of the culture for the last 3 decades?

Mr. SLOAN. Because having knowledge of the company allows me
to make the difficult decisions to reorganize the company more
quickly, and that is what I have done. This company is going
through fundamental change. It is more fundamental change than
it has ever gone through in its history.

Ms. WEXTON. Is that because of your leadership or because of the
oversight of the various Federal agencies who have consent decrees
with—

Mr. SLOAN. I have made all the decisions, so I take responsibility
for those decisions and whether they work or they don’t.

Ms. WEXTON. Thank you. I see my time is up. Madam Chair-
woman, I yield back.

Chairwoman WATERS. Thank you. They have called the votes on
the Floor, and we are going to try and avoid having to return so
that we don’t have to keep Mr. Sloan here. So, Mr. Lynch, you are
recognized for 5 minutes, and I am going to be very strict on the
number of minutes so we can all get to vote.

Mr. LyNcH. Thank you, Madam Chairwoman. I will try to be
quick. Mr. Sloan, I have to say, I am amazed. I have been here for
a while, I was here during the financial crisis, and I am amazed
at the willful and disgraceful conduct of Wells Fargo. I really am.

I mean, AIG made mistakes, they mispriced some products, and
there were mistakes, real mistakes made there. But in your case,
you robbed your customers. You robbed your customers.
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We deal a lot on this committee with the Financial Crimes En-
forcement Network and a lot of those cases are people hacking or
cyber criminals stealing funds from strangers.

But in your case, you robbed your customers, the people who
came to you and trusted you. So when you say, “We made a mis-
take,” robbing your customers is not a mistake. There is something
deeper going wrong there. You said that, “We had errors in those
businesses.” Robbing your customers is not an error in business in
the deepest sense. There is something more sinister in that.

When people come to you, they deposit money into your bank and
you rob them, 3.5 million— 3.5 million—fake accounts and fake
credit cards. And I am just stunned—I don’t know if I am madder
at Wells Fargo or madder at our regulators that they did not just
step in, remove Mr. Stumpf, and appoint a receiver for Wells Fargo
and break you up.

You are still like the 12th biggest bank in the world, with $2 tril-
lion in assets. And I think your conduct over the past decade has
proven that you are way too big to even manage what you have
going on right now. You say that, “We are going to make a dif-
ference now because everything is centralized.” The robbing of your
customers was centralized, 3.5 million. This was not an outlier.
You fired 5,300 employees, and they were fired for following com-
pany policy.

Make no mistake, 5,300 people don’t go rogue together. These
were employees who were following company policy. It is disgrace-
ful.

You know, the FDIC, one of your regulators, has grounds for re-
moval and taking over the back and breaking it up. One of the
standards is if there was a willful violation and concealment of the
institution’s books, papers, records or assets—opening up fake ac-
counts, taking the information that you got, Social Security num-
bers, all of that stuff that your customers gave you, and filling out
fake credit cards and charging them for that, opening up fake ac-
counts with people’s names on them that they gave to you as a fi-
duciary, that would seem to qualify.

If there was a violation of law or regulation of any unsound prac-
tice or condition that weakens the bank’s condition, that is you.
That is you all over in terms of your bank. If the bank was found
guilty of any Federal criminal money-laundering offense, so you got
a violation of the Bank Secrecy Act and then you have one of your
employees doing deals with the Sinaloa cartel, allowing them to
buy an aircraft. You funded it through Wells Fargo.

So, you basically qualify with all of the things that would lead
the FDIC and the regulators to remove the CEO and take over that
bank. And I don’t know why they haven’t. They are going to be up
before this committee eventually, in a couple of weeks, and I am
going to ask them the same question.

But if I were you, and you really wanted to do the right thing,
put this bank on the right path, then break it up. Decide how you
would dismantle it so we don’t lose all the jobs, but you are way
too big. Your conduct has been disgraceful. And I think you would
serve your customers and you would serve the financial system and
our country much better if you agreed to just break up the bank
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in functioning pieces that are able to be accountable to their cus-
tomers and to the general public.

Madam Chairwoman, I yield back.

Chairwoman WATERS. Thank you very much. The gentlewoman
from Pennsylvania, Ms. Dean, is recognized for 5 minutes. They
are holding the Floor open for the vote. We are going to see—

Ms. DEAN. Okay, I am going to talk really fast.

Chairwoman WATERS. —if we can make it. Thank you.

Ms. DEAN. Thank you. Thank you, Madam Chairwoman.

Thank you, Mr. Sloan, for being here. I wanted to say to you that
I was eager to read your testimony before coming to this hearing
today. And I will preface it by saying that I am a Wells Fargo cus-
tomer, I have an account or two at Wells Fargo in addition to other
places. My local branch couldn’t be nicer.

Mr. SLOAN. Thank you.

Ms. DEAN. But that is neither here nor there. I was eager to read
your testimony. I come from a background of teaching writing at
a university for 10 years, and I have always taught my students
avoid euphemism, because euphemism just fogs over the real
meaning of what is going on.

I was gravely disappointed at the testimony that I read, and here
is why. In your first paragraph, you said that you are looking for-
ward to the opportunity to discuss the transformation at Wells
Fargo over the past 2 years under your leadership. You were deter-
mined to address the retail sales practice issues that occurred in
community banks. You pledged to look back years.

“We discovered issues that we need to address, every one of
which was a disappointment to me. I want to be accountable and
transparent.” These are your words; I am taking them in pieces, of
course. “And we have,” that is what you said. “We have been ac-
countable and transparent. We have gone above and beyond what
is required in disclosing these issues.”

If you can hear the theme here, I was struck by the lack of trans-
parency. I was struck by language that didn’t at all reveal the
grave fraudulent things going on at Wells Fargo, not just in the
past 2 years, but maybe as far back as 2002.

So what struck me was that the first step in solving a problem
is recognizing there is one. And I have seen here in the last 4 hours
an absence of a recognition of the real problem and the real griev-
ous harm you caused people. There is a draining of humanity in
this whole conversation that I can’t believe.

I was a State representative before I came here. I sat with people
trying to go through the tangled web of mortgage modifications.
And when we take a look at your mortgage modifications, and what
you revealed, that 870 customers were incorrectly denied loan
modifications because of a computer glitch—again, there is no hu-
manity in that, some computer ran for 5 or 6 years and denied peo-
ple modifications, and 545 of those customers lost their homes.

What did you do? How did you calculate the exact harm to each
and every single one of those 545, not to mention the 325 who were
wrongly denied?

Mr. SLOAN. So what we are doing—

Ms. DEAN. And I want an exact calculation. Give me an example
of one human being.
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Mr. SLOAN. Well, for some of the customers that we foreclosed in-
appropriately on, because they didn’t receive a modification, we
have sent them a $15,000 check, and they have been satisfied with
that remediation.

Ms. DEAN. I have to stop you there. I went on your website and
I looked at different places where a customer like me could go in,
and the things you have said today—you sent $15,000, and because
you didn’t hear back from them, you consider them satisfied.

Mr. SLOAN. No, not at all.

Ms. DEAN. Imagine losing your home.

Mr. SLOAN. No. No.

Ms. DEAN. You don’t know what equity they might have lost in
that, the stresses, the human toll. Have you seen families sit and
go through what they think is a shameful experience? “I can’t keep
a home over my children’s heads.” It is a shameful feeling, a hor-
rible feeling. Not to mention the uncertainty of it. And you thought
a $15,000 check satisfies it? Shouldn’t there be an exact calculation
of harm per individual, yes or no? Yes or no? Should you calculate
per individual?

Mr. SLOAN. And that is what we are doing—

Ms. DEAN. No, you put the burden back on the borrower.

Mr. SLOAN. I want to take this specific situation you described—
to the extent that there was a foreclosure and there was any equity
in the home, that was returned to the customer already. Okay? We
have said to those customers, if $15,000, which is 2.5 times the
amount, please—

Ms. DEAN. I am going to stop you there.

Mr. SLOAN. Please.

Ms. DEAN. We have heard you say the $15,000 fee, 2V times.
Here is what is dissatisfying to me. As the commander, as the cap-
tain of this ship, what I think you should have instructed your sub-
ordinates to do was to say, don’t offer them $15,000 and see if that
will satisfy them. Find out the exact harm that we caused—

Mr. SLOAN. And that is what we have done.

Ms. DEAN. Just like a recall of a bad drug.

Mr. SLOAN. No, no, no. That is what we have done.

Ms. DEAN. Find out the exact—no, you have put it back on the
customer, just like the customers who might have had too much of
a fee taken from them for holding on to an interest lock. You put
it back on the customer. Get back to us if you think you were
wrongly charged. How are they to know they are wrongly charged?

I am going to end with this, Madam Chairwoman, because I
know I am out of time. I would ask you to—

Mr. SLOAN. I would love to be able to answer your question.

Ms. DEAN. I would ask you to take a look at your overall lan-
guage, because your language reveals that you don’t get it, that you
are fogging over the problem. In this beautifully printed book, “Our
Culture”, chapter 3, listen to this and tell me what in God’s name
it means. “After extensive internal research—

Chairwoman WATERS. The gentleman from Illinois, Mr. Garcia,
is recognized for 5 minutes.

Mr. GarciA oOF ILvLINOIS. Thank you, Madam President—or
Madam Chairwoman.

[laughter]
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Chairwoman WATERS. I like that.

Mr. GARciA OF ILLINOIS. Mr. Sloan, with respect to the review of
the scandals that Wells Fargo has been involved in over the past
several years, including the fraudulent customer accounts that
were probably the greatest of scandals, the illegal student loan
servicing practices, the checking account overdraft fees, the mort-
gage lending abuses, the auto lending abuses, that we have learned
about in this hearing and prior to the hearing, is it fair to charac-
terize these scandals as the largest scandal that has occurred
among the big four banks in this country in modern history?

Mr. SLOAN. I am not familiar with the impact on other banks,
so I can’t answer your question. There is no question that—

Mr. GARcCIA OF ILLINOIS. But you are familiar with banking in
this country—

Mr. SLOAN. I am.

Mr. GARCIA OF ILLINOIS. And the scale that has occurred and the
penalties that have been imposed. Does that make it the largest
scandal in terms of consumer abuse?

Mr. SLOAN. Based on the penalties that have been imposed, the
answer—

Mr. Garcia oOF ILLINOIS. Based on everything, the scale, the
number of fraudulent accounts, and the other enumeration of inci-
dents that have been documented and litigated, et cetera, do you
believe it is the largest scandal in U.S. banking history?

Mr. SLOAN. Congressman, I am not trying to be difficult. It may
be; I just don’t know the impact of—

Mr. GARcIA OF ILLINOIS. Okay. I will take your answer, “It may
be.” Two, in the interest of time, Wells Fargo has engaged the im-
migrant community, profited from the immigrant community as
customers, as a market share. And last January, you released a
video message urging Congress to adopt a legislative solution for
the young people known as the DACA class of immigrants who are
seeking a pathway to citizenship.

And you said, “What happens with DREAMers is important to
Wells Fargo because it affects our customers and their families. It
also affects our own team since some DREAMers already work for
Wells Fargo.” And that is fine. That is to be applauded.

But Wells Fargo has a dubious record when it comes to its treat-
ment of immigrants and Latino customers. Because in April of
2017, per a New York Times report which said that Wells Fargo
employees were “instructed to round up immigrants, corral them
into a branch office, and cajole them into opening bank accounts.”

Wells Fargo employees allege in sworn statements that they
were ordered to target undocumented workers at construction sites,
factories, and 7-Elevens. You have called these allegations nonsen-
sical because you “can’t do business with undocumented immi-
grants by Federal law.” If these charges were false, why were em-
ployees willing to sign sworn statements that Wells Fargo’s aggres-
sive practices targeted undocumented immigrants?

Mr. SLOAN. Congressman, I saw the same report that you did.
We investigated that and we found no incidence of that.

Mr. GARCIA OF ILLINOIS. But there is a pending Federal lawsuit
pertaining to the DACA class of immigrants, pending in San Fran-
cisco, correct?
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Mr. SLOAN. That is correct. But again, we have investigated that,
and we haven’t found any incidents.

Mr. GARCIA OF ILLINOIS. But a Federal judge has found that it
has standing and it remains an active lawsuit, correct?

Mr. SLOAN. That is my understanding.

Mr. GARcCIA OF ILLINOIS. Yes, okay. With respect to—and this is
my final question, Madam Chairwoman. Your head of consumer
banking is quoted in a Times article describing how the firm’s en-
tire system of how you pay, coach, and develop team members is
designed to focus on customer experience and customer outcomes.
And you testified this morning that your performance evaluation
system prioritizes customers.

Yet, according to a report released this morning by the Com-
mittee for Better Banks, the maximum quarterly bonus for employ-
ees under the “customer experience,” metric dropped from $1,425
in 2017 to $875 for 2019. If you are truly prioritizing the customer
experience under your new performance evaluation, why have
these bonuses under the metric declined?

Mr. SLOAN. I have asked our team, I saw that same report that
came out yesterday, and I asked our team to take a look at it yes-
terday. And other than spelling Wells Fargo correctly and acknowl-
edging that our—

Chairwoman WATERS. The gentlelady from New York, Ms. Velaz-
quez, is recognized for 5 minutes.

Mr. SLOAN. We have raised our $15 minimum wage, and we dis-
agree with everything in that report.

Chairwoman WATERS. Your time has expired.

Mr. GARCIA OF ILLINOIS. Thank you.

Thank you, Madam Chairwoman.

Chairwoman WATERS. Please, Ms. Velazquez.

Ms. VELAZQUEZ. Thank you, Madam Chairwoman.

Chairwoman WATERS. Four votes are holding on the Floor.

Ms. VELAZQUEZ. Sure.

Chairwoman WATERS. Please.

Ms. VELAZQUEZ. Mr. Sloan, I have to repeat what you have heard
before. Since 2016, Wells Fargo has been cited and fined for fraud-
ulently opening millions of deposit and credit card accounts, abuses
involving servicemembers violation with its mortgage and auto
lending businesses, and security fraud charges associated with the
sale of complex financial products to retail investors.

Your bank also continues to be the subject of a number of ongo-
ing investigations. Mr. Sloan, you cannot sit there with a straight
face and claim to not be responsible for all of these abuses that
have been committed against consumers. So my question to you is,
do you believe that consumer abuses as well as fraudulent and de-
ceptive actions practiced by large financial institutions could pose
a threat to financial stability?

Mr. SLoAN. I think that banks and banks like ours should follow
the rules and regulations that are set forth in this country. I com-
pletely agree with that, Congresswoman. We have a duty to pro-
vide products and services to our customers in an appropriate way.
And if we don’t provide that, that there is both financial and
reputational harm that is done to the institution, and that could
have an impact on the economy.
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Ms. VELAZQUEZ. So can you tell me why the Fed didn’t remove
the asset cap?

Mr. SLOAN. As part of the consent order with the Fed, they want
us to improve the Board governance and oversight, which we have
done.

Ms. VELAZQUEZ. Isn’t the answer because you focus on growth
and profits not risk management? Is that the transformation that
is happening at your institution?

Mr. SLOAN. We are significantly improving our compliance and
operational risk management, which is paragraph three of the con-
sent order with the Fed.

Ms. VELAZQUEZ. Well, the Fed does not agree with you and that
is exactly why they didn’t remove the cap. And you know it. Sir,
all Americans deserve honesty, integrity, and trust when it comes
to placing their money in the banking system. A culture of decep-
tion and deceit erodes that trust and leads depositors to lose faith
in our financial institutions. And to me, I believe that represents
a threat to financial stability.

I yield back.

Chairwoman WATERS. Thank you. The gentlewoman from North
Carolina, Ms. Adams, is recognized for 5 minutes.

Ms. ApaMs. Thank you, Madam Chairwoman, for convening to-
day’s hearing, and thank you, Mr. Sloan, for coming before us
today with your testimony. The last time we spoke, you assured me
that Wells Fargo was making a number of changes, including
changing the competitive and toxic sales culture, increasing Board
diversity, and developing an inclusive culture, among other things.

Now, my colleagues have covered a lot of ground today, so let me
just shift gears a minute and ask a question or two about diversity.
As you know, the financial industry continues to be plagued by lack
of diversity and complaints about harassment and discrimination.

I believe that if employers are serious about diversity that they
will link their end-of- year bonuses to their diversity goals. So my
question to you is, does Wells Fargo currently link its diversity
goals to corporate bonuses?

Mr. SLoOAN. Yes. In the incentive compensation for our senior
leadership team, one of the measures of the management portion
of that calculation is based upon not only their commitment, but
also their progress in meeting our policies and procedures related
to diversity and inclusion.

Ms. ADAMS. So do you believe that Wells Fargo, under your lead-
ership, has done everything that it can do to make the company
truly reflective—

Mr. SLOAN. I think—

Ms. AbDAMS. —of America’s diversity?

Mr. SLoaN. I think we have done a lot but we have more work
to do. Congresswoman, one example I would give you is that when
I stepped in the role of the Chief Operating Officer, I instituted the
Wells Fargo equivalent of the Rooney Rule, which means that
whenever we have a senior leadership role that is open in the com-
pany, we need to ensure that we have a diverse slate of candidates
for that role and a diverse panel of interviewers.

Ms. Apams. Okay. Let me move on.
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Mr. SLOAN. And that has made progress both in terms in the
number of women and diverse leaders in the company.

Ms. ApAMS. All right. We want to make sure we have some Afri-
can Americans in there, as well. You know, when we talk about di-
versity, sometimes we forget that, because you can also say minori-
ties are women, as well, and I mean, I support that, being an Afri-
can-American woman.

Mr. SLOAN. I don’t mean to interrupt you, but to that point,
Michelle Lee, who runs half of our retail banking business, who
lives in Charlotte, is African American.

Ms. Apams. Okay. Let me move on to an issue that we are hav-
ing in Charlotte, as I am sure you aware of, and that is affordable
housing. According to your business standard report, Wells Fargo
home lending is the largest home mortgage lender and servicer in
the U.S., funding one of every nine loans and servicing one of every
seven loans. First of all, do you believe that America is in the midst
of an affordable housing crisis?

Mr. SLOAN. I absolutely do.

Ms. Apams. Okay. And given the dominance in the housing sec-
tor by Wells Fargo, what are you doing to tackle and combat the
housing affordability predicament that many of our communities
are facing, particularly in the City of Charlotte?

Mr. SLoAN. We are doing a number of things. I will give you two
quick examples. One is our neighborhood lift program, where we
are providing down payments in the form of grants to low- to mod-
erate-income folks.

For example, I was just at our neighborhood lift program in Los
Angeles and I was there when we provided the down payment for
the Ramirez Valenzuela family to afford their first home in
Palmdale, California.

In addition, we provided enough grants so 20,000 low- to mod-
erate-income homeowners, mostly diverse, have been able to afford
a home in the last 6 years, and that program has distributed about
$449 million and we are continuing on that program.

Ms. ApaMs. Okay. You spoke earlier about the $15 minimum
wage or more. How did raising that wage to $15—how much did
it really cost Wells Fargo to do that?

Mr. SLOAN. On an annual basis, it cost us about $200 million.

Ms. ApaMmS. And what was the median annual salary that the
bank paid in 2018?

Mr. SLOAN. It is about $60,000.

Ms. Apams. Okay. Are you going to increase it more? I mean, $15
is good, but it is still very difficult, and we have a lot of poverty
in our community and communities all over this country. So I am
just curious about that. Will you have plans for doing more?

Mr. SLoAN. I want everybody who makes $15 an hour—

Ms. ApAMS. But are you all going to do more?

Mr. SLoOAN. We look at compensation every year in Wells Fargo
to make sure that we are paying competitively. I think we have
been a leader in the industry in terms of how we pay our entry-
level team members. That is how I started in banking, working my
way through college as a teller.

Ms. ApAmS. Okay. Thank you very much. Thank you very much,
Madam Chairwoman. I yield back.
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Chairwoman WATERS. Thank you. I would like to thank our wit-
ness for his testimony today.

The Chair notes that some Members may have additional ques-
tions for this witness, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to this witness
and to place his responses in the record. Also, without objection,
Members will have 5 legislative days to submit extraneous mate-
rials to the Chair for inclusion in the record.

I ask our witness to please respond as promptly as you are able.

This hearing has revealed that Wells Fargo has failed to clean
up its act, that it is too-big-to-manage, and that the steps regu-
lators have taken to date are wholly inadequate. As was discussed
today, The Wall Street Journal reported yesterday that the Office
of the Comptroller of the Currency (OCC), Wells Fargo’s chief regu-
lator, is considering forcing out several executives and Board direc-
tors.

I think the OCC should take this important step, and the regu-
lators should also consider it with you, Mr. Sloan. It is also time
for Congress to take bold action to protect our constituents.

I intend to reintroduce the Megabank Accountability and Con-
sequences Act, a bill I first introduced in 2017, to address rampant
violations of consumer protection laws by megabanks, and to hold
them and their executives fully accountable for their actions.

With that, this hearing is now adjourned.

[Whereupon, at 2:15 p.m., the hearing was adjourned.]
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HEARING BEFORE THE UNITED STATES HOUSE OF
REPRESENTATIVES COMMITTEE ON FINANCIAL SERVICES

March 12, 2019

Testimony of Timothy J. Sloan
President and CEQ, Wells Fargo & Co.

Chairwoman Waters, Ranking Member McHenry, and members of the
Committee, good morning and thank you for your invitation to today’s hearing. 1
appreciate this opportunity to discuss the transformation at Wells Fargo over the
last few years and the progress we are making as we work to become the most
customer-focused, efficient, and innovative Wells Fargo ever.

Wells Fargo has served the American people for 166 years, and I am proud
to lead an institution that today is the largest lender to individuals and to
businesses, big and small, in this country. But the past few years have represented
a difficult chapter in Wells Fargo’s storied history. When I became CEQ more
than two years ago, our bank was facing unprecedented and well-deserved
scrutiny.

1 was determined to address the retail sales practice issues that.occurred in
our Community Bank, and I pledged to look back years, sometimes decades, to
examine every business at Wells Fargo to ensure that no similar problems existed
anywhere else in the company. We discovered issues that we needed to address,
every one of which was a disappointment to me. But when I stepped into this role,
[ assured customers, team members, shareholders, regulators, and elected officials
that accountability and transparency would define our efforts.

And they have. We have gone above and beyond what is required in
disclosing these issues in our public filings, we have worked to remedy these
issues, and, most importantly, we have worked to address root causes that allowed
them to occur in the first place. As a result, Wells Fargo is a better bank than it
was three years ago, and we are working every day to become even better.

I would like to discuss several aspects of our transformation with the
Committee today:

s how we are making things right for customers who were harmed;

e how we have strengthened, and are continuing to strengthen, ourrisk
management and controls;
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e how we are improving our culture;

* how we are innovating to provide customers with more convenience and
simplicity in how they bank with us; and

#» how we have deepened our commitment to the communities we serve.

Working with external stakeholders, team members, and customers, we developed
a Business Standards Report entitled Learning from the Past, Transforming for the
Future (attached), which details these changes.

Making Things Right for Customers

We are dedicated to compensating every customer who suffered harm
because of our mistakes. We continue to proactively identify customers, contact
them, and compensate them where appropriate. For the sales practices issue, for
example, we looked back more than 15 years, reviewed 165 million accounts,
contacted more than 40 million customers—both individuals and small
businesses—via 246 million individual communications, and have provided
millions of dollars in compensation to our customers to date.

We are taking responsibility not just for any fees customers should not have
been charged, but also for related effects such as impacts on credit scores. Our
guiding principle has been to err on the side of our customers, and we are taking an
over-inclusive approach in doing so.

To be sure, getting this right for each customer takes time—Ilonger than I
would like, frankly. But mistakes do not affect every customer the same way, so
we have had to develop processes for taking customers’ individual circumstances
into account. We make every effort to refund customers for mistakes as soon as
we discover them. We also offer mediation to customers at no cost to them.

Above all, Wells Fargo is committed to making things right for our
customers and earning back the public’s trust.

Enhancing Risk Management

Fully satisfying the requirements set forth in our regulatory consent orders is
critically important. We have thousands of employees dedicated to carrying out
our obligations under those consent orders, and we engage in frequent and open
communication with our regulators. Members of our Board of Directors and senior
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executives are meeting regularly with the Federal Reserve, the OCC, the FDIC, the
CFPB, and other agencies to address their concerns and seek their input.

Solving past problems is not enough. We are equally committed to
preventing new problems from developing. To do that, we have transformed our
approach to risk management by fundamentally changing the organization of Wells
Fargo. We have discarded our old decentralized structure that allowed prior
problems to occur and centralized our enterprise control functions, such as risk,
finance, human resources, compliance, and technology. We have enhanced our
three “lines of defense™—front-line risk, independent risk management, and
audit—to ensure multiple layers of review and to improve internal oversight. We
have added more than 3,000 new risk professionals who work every day to ensure
that we are conducting our business in the best interests of our customers, and we
plan to hire more. Now, we have better visibility into issues as they emerge and
can respond to them more quickly.

We have taken a range of other steps to manage and reduce risk. We have
reevaluated our products and services, shed riskier investments, and sold or
discontinued non-core businesses and activities. And we have hired impressive
new leaders—many from outside the company-—to oversee our Risk, Legal,
Human Resources, Technology, and Audit groups.

Our Board of Directors has undergone a similar transformation. In the past
two-and-a-half years, we have added seven new independent directors, who bring
expertise in financial services, risk management, human capital management,
technology, operations, and reputational risk. We have separated the roles of Chair
and CEO, and our new Board Chair Betsy Duke is the first woman to chair a major
United States financial institution. We also improved the reporting and analysis
our directors receive, maintained our commitment to the Board’s diversity, and
further empowered our Board committees to oversee improvements in risk
management and corporate culture.

Strengthening Wells Fargo’s Culture

Our corporate culture is another area that has undergone substantial
transformation in recent years. Team members see this change in the elimination
of the product sales goals that contributed to the unauthorized accounts problem.
They see it in a performance evaluation system that prioritizes serving customers
and managing risk. They see it in increased compensation, including a new hourly
minimum wage of $15 and pay increases for tens of thousands of employees who
were already at that level or higher. They see it in restricted share rights granted to

~
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approximately 250,000 team members in 2018 to recognize their commitment to
the company’s future success. And they see it in a corporate culture that
encourages team members to speak up without fear of retaliation when they see a
problem.

We also provide new benefits for team members, including four additional
paid holidays per year, up to sixteen weeks of paid parental leave available to both
parents, and paid leave to care for a family member. We now offer backup adult
and childcare programs to support the diverse needs of our team members, and we
offer U.S.-based team members up to 16 hours of paid community service time to
support volunteer involvement in their communities. By the end of 2018, these
changes helped bring our team member voluntary atfrition, a key measurement of
team member satisfaction, to its lowest level since 2013.

Our customers are also seeing the difference. Our customer experience and
loyalty survey results are now at their highest levels in the past two-and-a-half
years.

Customer-Focused Innovation

Wells Fargo serves one-third of America’s households, including customers
of every income level, age, race, and ethnicity. Our goal is to help them all
succeed financially, so another focus of our transformation has been better serving
our customers by introducing several tools to help meet their financial needs more
fully, conveniently, and economically.

These tools include (1) Overdraft Rewind; (2) Real-Time Balance Alerts;
(3) Greenhouse, a personal financial management tool designed for students and
others who are new to banking; and (4) Control Tower, a mobile tool that helps
customers easily manage the usage of all of their accounts.

Overdraft Rewind. In November 2017, we introduced Overdraft Rewind,
which automatically reverses overdraft or insufficient-funds fees that would
otherwise be assessed on customers the day before a direct deposit is received,
when their account balances may be low. We did this because we recognized that
this can be a vulnerable time for many customers. In 2018, Overdraft Rewind
helped more than 2.3 million customers avoid overdraft fees.

Real-Time Balance Alerts. We also rolled out automatic real-time balance
alerts to electronically notify checking account customers when their account
balances drop to a level they select. These alerts build on the text and email alerts
Wells Fargo has offered for a number of years, and they are having a big impact.
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In 2018, we sent an average of more than 37 million alerts a month—meaning 37
million opportunities for customers to avoid a negative outcome or an overdraft.

Greenhouse. Late last year, we announced “Greenhouse by Wells Fargo.”
Greenhouse is for consumers who are new to banking or who need help with
personal finance management. Greenhouse provides tools to help customers
allocate or set aside money for bills and day-to-day spending. It also provides
notifications when bills are due, and enables customers to pay bills directly within
the application. Greenhouse and the accompanying debit card are also designed to
not allow overdrafts, so customers cannot spend more than they have. Greenhouse
is currently in a customer and team member pilot program and will be expanded
across the country later this year.

Control Tower. In October 2018, we launched Control Tower, a first-of-its-
kind digital service for all Wells Fargo consumer and small business customers.
Control Tower provides a single view of a customer’s “digital financial footprint,”
including places their Wells Fargo card or account information is connected, such
as recurring payments, third parties, and mobile wallets. With this tool, it will be
much easier for customers to manage their money and turn debit and credit cards
on or off as needed.

Corporate Citizenship

Since 2016, Wells Fargo has deepened its already strong commitment to
good corporate citizenship. Wells Fargo has always had a history of community
involvement and has consistently been ranked as one of America’s leading
corporate philanthropists. Our commitment to helping address some of the
country’s most pressing social and economic issues is only growing. In 2018,
Wells Fargo expanded its philanthropic giving by more than 50 percent, donating
more than $444 million to nearly 11,000 non-profits nationwide. Beginning this
year, we will target 2 percent of our after-tax profits for corporate philanthropy.
As part of this expanded philanthropy, our goal is to contribute $100 million in
capital and other resources over the next three years to support the growth of
diverse small businesses.

We believe that owning a home is a primary driver of the health of the
communities where we do business and a cornerstone of the American dream, yet
access to affordable housing remains a significant challenge in communities across
the country. We have developed initiatives and programs to increase
homeownership for low-income individuals and minority communities, including
$185 billion in multi-year commitments in support of African American and
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Hispanic homeownership. We have also continued to expand our Neighborhood
LIFT program, which we started in 2012 together with NeighborWorks America,
to help consumers realize their dream of home ownership. Since it began, the
Neighborhood LIFT program has provided more than $449 million in down-
payment grants to more than 20,000 families in 69 communities across the country.

* * *

The past few years have taught us that our company does well by doing
right. But doing right does not stop with simply repairing harm and rebuilding
trust. It is an ongoing commitment by all of Wells Fargo’s 260,000 team
members—starting with me—to put our customers’ needs first; to act with
honesty, integrity, and accountability; and to strive to be the best bank in America.

Thank you again for the opportunity to address this Committee and discuss
with you our progress towards becoming the best bank we can be. I am confident
that Wells Fargo is well positioned for the future, and I look forward to your
questions.
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Learning from the past,
transforming for the future

Business Standards Report
Wells Fargo & Company
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A message to our stakeholders

Wells Fargo is pleased to share this comprehensive Business Standards Report, which discusses our business
practices and the many fundamental changes we have made — and continue to make — as we transform our company.

‘While we have a long and proud history, in September 2018 we announced settlements with the Consumer Financial
Protection Bureau (CFPB), the Office of the Comptroller of the Currency (OCC), and the Office of the Los Angeles
City Attorney over unacceptable retail banking sales practices that harmed customers. We acknowledge and
apologize for these and other mistakes and have taken significant actions to improve our culture, make things right
for customers who were harmed, transform our erganizational structure and business practices, increase transparency,
and strengthen risk management and controls.

A key part of our work has involved reviewing our businesses, functions, and practices; identifying the root causes
of issues; making changes where needed; and -~ importantly — remediating customers for financial harm. We are
putting the lessons we have learned into practice as we move forward.

Wells Fargo’s top priority continues to be rebuilding trust with our team members, customers, community partners,
shareholders, regulators, government officials, and other important stakeholders. We care deeply for all our
stakeholders and are committed to building a better Wells Fargo for the future.

Of course, as has been the case for many years, everything Wells Farge does starts with our vision ~ which is to satisfy
our customers’ financial needs and help them succeed financially. Our five values are enduring: what's right for
customers, people as a competitive advantage, ethics, diversity and inclusion, and leadership. In 2017, we introduced
six aspirational goals for our future — to be the financial services leader in customer service and advice, team member
engagement, innovation, risk management, corporata citizenship, and shareholder value. We have established specific
behavioral expectations, which are consistent with our values, that gnide team members in going about their work —
and we evaluate team members on how well their performance matches what we expect.

All of the actions described in this report are grounded in the recognition that our company has a responsibility to
operate our business in an ethical and responsible manner.

Wells Fargo is a strong company with a history dating back to 1852, and we have overcome many challenges during
that time. Today we are proud to build on that solid foundation, having learned from our mistakes and made fundamental
changes as we continue our work. We have exceptional businesses and leaders supported by talented, dedicated team
members. In short, we are a better company today, and we will be an even better company in the future.

«é«%;mz» e

Elizabeth A. Duke

Chair, Board of Disectors

Timothy J. Sloan
CEO and President
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IN THIS REPORT
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0T DU COTPANY.
represent key facuses for our company. We also in
practices in the form of 21 case studies.
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Introduction

Wells Fargo has been in the service business since
1852, when customers trusted us to transport money
and valuables via stagecoach during the California
Gold Rush. In those days, we held a belief that
“Our merchandise is courtesy, willingness, and human
ability” Today, that belief still holds true in the vision of
Wells Fargo: “We want to satisfy our customers’ financial
needs and help them succeed financially.”

Our vision has guided us for years, even as we
acknowledged that we didn't always live up toit.
It is clear that we let down our custome
atakeholders through unacceptable sales practices in
our Community Bank and issues in other businesses.
We understand the harm we caused to pur customers;
the trust we lost with our team members, customers,
investors, and other stakeholders; and the significant
impact to our reputation, We are sorry and know we
have a responsibility to make things right.

We have made ~ and continue to make — fundamental
changes to identify and remedy problems to prevent
them from happening again. We are making things right
for customers and team membars, and we will continug
to do so. All of this is aimed at creating a better, stronger
Wells Fargo.

The purpose of this report is to detail what we've
learned and what we've changed as we work to
transform our company and rebuild trust.
Specifically, the report examines:

Qur culture, including our Vision, Values & Goals
and our commitment to ethical behavior in our
interactions with all of our stakeholders.

Qur leadership and governance structure;
including the actions we've taken — both by the
Board of Directors and company — to improve
oversight, reporting, and controls.

Our care for customers, including the work we are
doing to help ensure exceptional customer experiences.

Our risk management structure and practices,
including our transformaative work to provide greater
oversight of all risk-taking activities and a more
comprehensive view of risk across the company.

Our commitment to greater fransparency,
including in the important relationships we have with
investors, community groups, regulators, government
. and other stakeholders,

This report’s development - in response to a shareholder
proposal from a group of shareholders Jed by the Interfaith
Center on Corporate Responsibility JCCR) — invalved
more than 175 leaders and team members and was guided
and overseen by the Board, our CEQ, and our Operating
Cormumittee, which is composed of executives reporting
directly to our CEQ. We thank ICCR and other key
stakeholders, including team members, customers,

and our Stakeholder Advisory Council, for their
contributions to this report.

The purpose of this
report is to detail what
we’ve learned and
what we've changed as
we work to transform
our company and
rebuild trust.
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Identifying issues and
addressing root causes

Following Wells Fargo's September 2018 regulatory
settlements related to retail banking sales practices,
we made our top priority the restoration of the trust
we lost. We began with self-reflection — reviewing
what happened so we could fully understand where
things broke down, learn from our mistakes, make
things right for customers who were harmed, and
begin to rebuild trust.

Qur commitment included a comprehensive
investigation of our retail banking sales practices
and related matters launched by our independent
members of the Board. The independent directors
retained the law firm of Shearman & Steding LLP to
assist in the investigation. The investigation process
included more than 100 interviews with current and
former managers, team members, members of the
Board, and other relevant parties; the review of
hundreds of additional interviews conducted by or
on behalf of Wells Fargo with other team members;
a comprehensive search of more than 35 million

documents; and the retention of a forensic consulting
and analytics ivm. The Board disclosed the findings
of its independent investigation in a report released
publicly as part of our commitment to transparency.
As deseribed in the report, the investigation concluded
that several causes contributed to the retail banking
sales practices issues:

+  We had performance management and incentive
programs and a high-pressure sales culture in
the Community Bank that drove behaviors that
were both inappropriate and inconsistent with
our values.

- We had a decentralized business model that
granted too much authority and autonomy
to the Community Bank’s senior management,

deemphasized corporate oversight, and
encouraged deference to individual businesses
(which housed their own key control functions,
such as Risk and Human Resources). The culture
of substantial deference accorded to the lines of
business carried over into the control functions.

+ Certain control functions often adopted
a narrow “transactional” approach to issues as
they arose. Tight control over information about
the Community Bank also hampered the ability
of control functions outside the Community
Bank and the Board to accurately assess the
problem and work toward a solution.

+ Asa result of our decentralization and lack of
sufficient corporate oversight, we took too long
to understand the seriousness and scope of the
problems — so actions taken over the years to
address the problems proved inadequate.

The Board also determined that its own actions could
have been improved by challenging management to
move toward the centralization of key risk and control
functions earlier, insisting on receiving more detailed
and concrete plans from management to address sales
practices issues, and being more forceful with the CEQ
to make Jeadership changes more quickly.

In addition to the Board's independent investigation,
we conducted other third-party reviewsto examine
our company culture and tools like the EthicsLine that
tearn members use to report ethics-related situations or
concerns. We looked across Wells Fargo — at our products,
processes, and sales practices — and encouraged team
members to inform us of anything that didn't seem
right. When we found concerns, we investigated them
thoroughly, worked to identify and address issues, and
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are remediating ous

Findings from these evaluations supported many of the
conclusions of the Board’s independent inve
and helped drive decisions 1o address the issues and
build a better company.

sstigation

Board actions

Following the company’s 2017 annus] meating of
shareholders and in advance of its typical year-end

timing, the Board conducted a comprehensive, third-

party-facilitated self-evaluation that focused on Board
compuosition; Board performance and effectivene:

s and management reporting: Board

tructure and responsibilities; culture at
Wells Fargo (including “the tone at the top™); and
governance practices. Board Chair Betsy Duke met
with institutional investors representing more than
nt of the
as part of Wells Fargo's long-standing annual investor
engagement program, We also met with numerous
ather stakeholders to discuss our company’s progress,
including our enx
s es, poli

Board materis

committes s

company’s outstanding common sh

ras

ronmental, social, and governance

act 5, and disclosures.

In addition to the findings from its sales practices
investigation, the Board identified several important
gs from its self-evaluation, stakeholder feedback,
and other reviews. For example, the Board conchuded that
the prior membership structure of s Risk Committes,
which previously was composed of the chairs of each

of the Board’s seven standing committees, did not
promote sufficient refreshment of the Risk Comraittee’s
membership. In addition, the Board’s risk oversight
responsibilities in certain areas such as conduet risk,
compliance risk, operational risk, and technology and
information security risk were allocated in ways that
resulted in unnecessa
Board committees.

ry duplication among certain

In response to these learnings, the Board took
ong to improve governance and
aversight, including:

Separated the roles of Beard Chair and C1
elected a ependent Board Chair, an
appointed Tim Sloan as CEC,

Amended the company's hylaws to require that
the Board Chair be an independent director.

omers who may have been harmed.

- Tock decisive compensation actions -
more than $180 million -~ to hold current and
former executives accountable under the executive

campensation program that the Board’s Human
Resources Committes put in place.

Reviewed Board committee responsibilities and
amended committee charters to enhance risk
oversight, inchsding conduct risk, compliance ris!

operational tisk, information securityfoybersecur

T;

sk, and technology risk.

Engaged in a thoughtful Board
while maintaining an eppropriate balance of new
perspectives and experience on the Board, tncludin
the election of six new directors since 2017 who
brought relevant experience consistent with the
company’s strategy and risk profile (financial

freshment provess

services, risk manageraent, technology, human
capital management, finanze snd accountt
corporate responsibility, and regulatory experience).

3

Changed the leadership a
Board committees, including the K

composition of key
Cormmittes
and the Governance and Nominating Commitiee.
For example, the Board restructured the Risk
Committe’s membership to include qualifications
and experience in specific risk areas and enhance

the financial services comphance, operational,
eybersecurity, and technology exy
the cormmittes.,

Worked closely with management to enhance
information flow and management’s reparting
ta the Board. For example, the company provides
regular updates to the Board's Risk Committes of
specific canduct risks and to the Board's Human
Resources Comm
members, sthics, and company culture. We alse
have enhanced reporting of custorer complainis
to the Operating Committee and the Board’s Risk
Committes to provide more insight into customer
complaints across the company and to dentify
and escalate emerging issues (page 40

iiftee on matters related to team

The Board continuss to focus on making progress across
key priorities as we work to transform Wells Fargo, meet
the expectations of our regulators, snd rebuild trustwith

our stakeholders.
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Company actions

zay also identified many epportunities to

improve based on findings from the Roard's investigation;
feedback from team members, custemers, and other
stakeholders; and #ts own reviews of sales practices

and other issues. The company, with the

upport of the

Board, has made a number of transformational changes
that are addressed throughout this report. These inchide:

Reviewed and strengthened our culture to create
a more consistent team member experience.

Recommitied to our customers by pledging
to make things right for customers who
experienced financial harm from unacceptable
retail sales practices and irproving our focus
on customers across all of our businesses.

Increased transparency with our stakeholders

through additional engagement and disclosures.

Eliminated product sales goals for retail bankers
in our bank branches and call centers and changed
thair incentive, performance managerment, and
recognition programs to foeus on the customer

experience and team (rather than individual)
incentives - and the programs are governed
by stronger oversight and controls.

Enhanced our risk management organizational
structure and framework around our three lines of
defense, heightened our focus on compliance and
operational risk, and invested in automation and
technological tools to strengthen risk controls that
irnprove our ability to identify emerging trends
and risks, For example, our customers now recelva

an eutomatic notifieation when they open & new
personal or smail business checking aceouns,
savings account, or credit card.

ontrol activities
hunology,
and Data to provide better and more consistent
oversight and controls. We also created a conduct

Centralized key enterprise
such a5 Human Resources, Finance, Te

team to centralize the handling of tnternal
investigations, EthicsLine, and other conduet-
related activities.

v shopper™
000 bank branch
nal Community Banking

visits per year. Qur inte

Risk Management team completes hundreds
of unannounced conduet 1i
to ensure that customers only receive the products

k reviews annually
and services they requested.
Tnereased the focus on risk in our Incentive

Compensation Risk Management program
and practices.

Making things right

Customers

From the start, we committed to make things right

for customers who may have been harmed through
unaceeptable retall banking sales practices, regardless
of when they oceurred. We took a broad, comprehensive
approach to identify any potential cusiomer impact,
inchuding engaging a third-party consultant to review
more than 185 million retail banking accounts apened

between 2009 and 2016. We alse reached out to

approximately 40 million retall custormers, and 3 million
small business customers, ssking them to contact us

with any concerns about thelr accounts,

A guiding principle of our work has been to err on
the side of our customers. For example, we refunded
fees even when third-party data analysis could not
definitively tell us whether an account was authorized
by a customer or not.

with customers directly to

In addition to working
resolve issues related to unaccepiable retail banking
sales practices, we ofleved free mediation service
and entered nto & $142 million class-sction settlement

approved in 2018 to cover claims of our cusiomers
of unautherized accounts dating back to ac

As noted earlier, we also are looking across the
tion for any other areas or instances where

argan
customers may have experienced financial harm.
1 weidentify any potential harm, we are committed
to remediating customers and making things right.
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Team members

To rebuild trust with our most valuable ¢
our teain members, we started by seeking more

opportunities to obtain their feadback.

SOUICE,

Our leaders held “lstening tours” to meet In person
with team members to hear their views, suggestions,
1 the number of companyside

and concermns. We increase
CEQ town halls with team members and added time
Juestions and share thoughts.

for team members to ask 4
Individual leaders hosted virtual discussion sessions
with team members companywide, using cur iuternal
platiorms. We asked team members for feedback
surveys,” focus groups,

B

through regular “pulse s
a companywide culture assessment, and
on specific topies such as benefits and ethic

TVeys

We also invited outside perspectives by engaging
third-party experts to review team mamber feadback
and make recommendations 10 improve our culture
and enhance our focus on team members. This
introspection b
(:nl‘\.ancemenis to

s resulted in & number of

trengthen our culture:

- Wea made changes to create a more consistert

culture, including increased transparency,
clearer expectations. additional training, axid
a new streamiined version of our Vision, Values
& 1s (page 13).

‘We enhanced the EthicsLine intake process
{page 22) to ensura that team members have
a trusted and conhdential way to report ethics

hout fear of retaliation.

DRSNS wi

We expanded training and professional
development programs, including launching

nagers and team

a new learning aite for w:
members focused on effective coaching snd

feedback {page 35).

k Up and Non-retaliation

policy and launched a program to encourage

developed our Spea

team members to raise their hands when they
see something that concerns them (page 24).

We made significant new investments in our

team members, including enhancing our parental
leave programs, raising the U.S. minimum base pay
{and adjusting pay for team members whose pay was
at or near the new minimum base pay), adding more

paid holidays, and expanding restricted
stock awards to all eligible team members.
‘We continue to provide attractive benefits

h as comprehensive health care, work-life

suc
balance programs, tuition reimbursement,
and 401(k) matching contributions,

We reinforced the concept that all team members,
regardless role, are risk managers
emphasizing each team member's cwnership
and understanding

of th

Identifying other issues and
addressing problems

‘Wae understand that our work is not done and have
continued to review areas across Wells Fargo to identify
and remedy problems. We are tsking a broad view —
one of our learnings is that cur focus was sometimes
too narrow — to identify and address root causes.
We are heing transparent and open about what we
king thi s who

find and are m F oustome

were harmed.

Below are some of the issues we have previously
diselosed in cur public filings (this information is of
third quarter 2018; please refer to our public hlings
and other disclosures for additional information and
any updates). Many of these matters can be attributed
1o some of the same or similar root causes identified
through the company’s and the Board’s investigation
of retail hanking sales practices issues ~— includin
our decentralized organizational structure and v
management and that we hawe
addressed and continue to address,

eporting practices

Automobile lending business.
iewing practices conveming the

The corapany is re
origination, servicing, and/ar collection of consurmer
automobile loans, inchuding matters related to certain
insurance products (page 68).

Mortgage interest rate lock extensions.
Following an internal review, the company determined
that a rate lock extension pelicy implemented in
September 2013 was, at times, not consistently applied;
resulting in some borrowers being charged fees in cases
where we were primarily responsible for the delays that
made the extensions necessary (page 63).




Add-on products.

The company is reviewing practices related to certain
consumer “add-on” products, inchading identity theft
Cf 1o an
as well
as home and autornobile warranty products, and
memberships i

and debt protection products that were subj

OCC consent order entered into in June 201

discount programs,

Conswmer deposit account freering/closing.
The company is reviewing procedurss regarding
the freezing (and, in many cases, closing) of conswmer
depasit accounts affer the company detected suspe
Traudulent activity (by third parties or account holders)
that affected those accounts.

ted

Review of certain activities within Wealth
and Investment Management (WIM).

The Board is conducting a review of certain activities.
within WIM, in response to inquiries from federal
government agencies, to determine whether there
e been inappropriate referrals or recommendations,
including with respect to rollovers for 401(k) plan

participants, certain alternative investments, or referrals

of brokerage customers to the company’s invesiment
and fiduclary services business (page 77).

Fiduciary and custody account fee ealculations.
The company is reviewing fee caleulations within certain
Hduciary and custody secounts in its investment and
fiduciary services business, which is part of the Wealth
Management business within WIM {page 77).

Foreign exchange businass.

The company has substantially complete
assessment, with the assistance of a third party,
of its policd

an

25, practices, and procedures in its foreign
exchange business (page 8o).

Morigage lonn modifications.
Aninternsl

w of the company's use of a morgags

loan m;
caleulatio
ing certain accounis that
process between April 13, 2010, and Oct, 2, 2015, when
the error was corrected. A subsequent expanded review
Ying the
allowable foreclosure attorneys’ fees permitted for

ication underwriting tool i
error regarding foreclosure attormneys fees
re in the foreclosure

wimum

satified related errovs rega

certain accounts that were in the foreclosure process
between March 15, 2010, and April 30, 2018, when new
controls were implemented. (page 84).
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Recent regulatory actions

and cer
of the other issues discussed above, the company

is subject to several regulatory consent orders that
require the Board and the company to take actions to,
among other things, enhance the Board's governance
and oversight of the company, improve the company’s
:k managemant program, including with respect

to compliance and aperational risk, and improv
company’s management of remediation act
Many of the actions and erhancements discussed
in this report are respensive to requirements under

ain

As aresult of retall banking sales practic

these consent arders. The Board and the company are
fully committed to addressing the requirements of

our consent orders and other regulatory actions.

Wells Fargo values the relationships we have with our
ragulators and, as discussed under “Our relationships
with investors, communities, and other stakeholders”
{page 92), cur goal is to engege in freguent and open
communication with our regulators, antieipate regulatory

issues, continue to self-identify issues, and self-correct
and provide any remediation as quickly as possible.

Commitment to transparency

‘While we've made strong progress, we know the:
more work to do. We understand the importance of
transparency in engaging with all of our stakeholders
and are committed to providing updates on our progress.
We will continue te do this threugh erhanced disclosures
and communiecations, which include cur Progr

Report, public filings, updat
communications with team members, customer

takeholders,

o our website, regular

commuy

iations, mestings with ki

and more.
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CCRSESTUDY: TAKING ACTION ON WHAT WEI LEARNED:

New Center of Excellence focuses
on customer remediation

 Osrintemal reviaw Shoved that when custonyers
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ur

culture

Afrer extensive internal research that included
surveys and other forms of team member feedback,
Wells Fargo determined that its corporate culture ~
while admirably rooted in our traditional vision and
values — was experienced differently by team members
depending on where they worked and in what business.
Based on these learnings, senior executives worked to
identify actions we are now taking to foster a single
companywide culture. The goals are to be clear in
our expectations for leaders, managers, and team
members and, ultimately, to improve the overall
team member experience.

We define corporate culture as those basic assumptions

and beliefs shared by team members that unconsciously
produce collective behaviors. We are transitioning to

a more customer-centric, One Wells Fargo culture that

is gquided by our Vision, Values & Goals, that is clear and
consistent, that drives accountability, and which leaders:

and team members can articulate and live every day.

Qur Vision, Values & Goals

Our culture i gion,
2 2 0, 2 booklet that captures
the fundamental beliefs of the company and was
dramatically streamlined as the result of our culeure
review. The content is much more than just words
on paper: The booklet expresses who we are, what
we do, and how we act in caring for our stakeholders.
Everything starts with our vision — “to satisfy our
customers’ financial needs and help them succeed
financially” We deliver on our vision by building
tifelong relationships, one customer at a time.

4

s best expressed through Th

& Gonls of

Our five values are the foundation of our culture and
guide every action we take by articulating what's most
imnportant to us:

What's right for customers.

‘We place customers at the center of everything we do.
‘We want to exceed customer expectations and build
relationships that last a lifetime.

People as a competitive advantage.

We strive to attract, develop, motivate, and retain the
best team members — and collaborate across businesses
and functions to serve customers.

Ethics.

We are conumitted to the highest standards of integrity,
transparency, and principled performance. We do the right
thing, in the right way, and hold ourselves accountable,

Diversity and inclusion.

‘We value and promote diversity and inclusion in all
aspects of business and at all levels. Success comes from
inviting and incorporating diverse perspectives.

Leadership.

We're all called to be leaders. We want everyone to
lead themselves, lead the team, and lead the business —
in service to team mcmbers, customers, communities,
and shareholders.

We bring our vision and values to life through six goals
we adopted in 2017. We aspire to be the financial services
leader in these six areas: customer service and advice,
team member engagernent, innovation, risk management,
corporate citizenship, and shareholder value, The goals
are deseribed in detail later in the report.
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Reinforcing our Vision, Values & Goals

In late 2017, we nransitioned from a 37-page book about
Gur vision and values to a streamlined, wallet-sized
booklet that encompasses our Vision, Values & Goals.
We radesigned the booklet to make it easier for all tearn
members to keep our quiding principles top-of-mind as
we build a better Wells Fargo for the future.

As a way to express the importance of our fundamental
beliefs and expectations, we've taken many steps to
communicate and reinforce our Vision, Values & Goals

with all team members. These include:

Mailing a copy to all current team members and
including the booklet in the erlentation maters
for new team members,

Posting the hooklet on the company’s Teamworks
intranet {(which is accessible to all tears members),
as well as on we

Isfargo.com externally.

Providing vesourees that feaders and managers
can use to address the Vision, Values & Goals
team meetings, sueh as frequently asked
suestions and

iscussion guides.

Providing regular touchpoints for companywide
discussion, For example, CEO Tim Sloan discusses
at least one aspect of the Vision, Values & Goals
ch of the six televised companywide town

hall me:

in e

ngs he conducts every year, and he
also provides updates in all-team-mermber emails
distributed thre 1t the vear with examples to
help bring our Vision, Values & Goals 1o life

Valtu Goals
hics training and

ncorporating our Vision
mandatory annual B
cluding them at the beginning of every
company presentation to keep thee: topof-

mind for all andiences.

Bligning what we say with how we act

larity and consistency
in putting our principles into practice, we intraduced in
early 2018 a clear set of behavioral expectations that are
aligned with our Vision, Values & Goals. This was a frst
for Welle Fargo and intended to address one of our key
learnings: ion sometimes
resulted in differe and disconnected — workplac
cultures across Wells Fargo. To ereate a consistent

To provide team members with

¥

d the need tc be deliberate and

and measuring how we axpect

culture, we unda

intentional about d
eam members to behave. The expectations apply to all
i location, and are

afimir

ke

am members, Tegardless of ro;

aligned with cur fve values.

We've included a full list of the behaviorel expectations
on page 15. Here are just a few exampl

Under What's right for customers, we expect
team members to “Listen” and "Build trust”

Listening to customers helps us understand their

finencial needs and goals — and then points the
way to providing our bes

ice and advice,

Under People as o competitive advantage,
we want Lo “Encourage well-being” That's the logic
bekind our competitive pay and comprehensive
benefita progran and other forms of recognition.

Under Ethics, we expect team members
to "Raise concerns” That's what’s behind
“Raise Your Hand” program to speak up when

2 something that dowsn’t seem quite right,

we se
without fear of retaliation. Mak
is erapowered in this way is a prudent risk
management practice.

T SUre eVeryone

-« Under Diversity and inclusion, we expect
each of us to “Encourage diversity of thought”
Weleorming differsnt perspectives as well as
different backgrounds makes us a better

v and a better place to work.

ly, wnder Leadership, we expect
that we will “Make dect
Wells Fargo view.

ons with a One

We created the expectations using input from
team memmbers. To further ensure that our behavioral
nt gy tearm

are rel wmbers, we

| rounds of research with them and
sought diverse perspectives from our team member
affinity groups (known as Team Member Networks)
and the

expectation

cenducted se

Enterprise Diversity and Inclusion Council

Promoting accountability at ail levels

of the organization

To help promote clear accountability and o measire
performance against
expectations are included in a common leadership
objective that all team members have as part of their

expectations, our behavioral
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performance plans, This is another first for our company The leadership objective will be used to manage
and means that everyone at Wells Fargo has tangible, performance, drive coaching and feedback, and influence
measurable accountability for how they are putting our how team members are compensated and rewarded.

Vision, Values & Goals into practice.

Behavioral Expectations

Team member sxpectationy Manayer expactationg
{applito everyone) Codditional for manugers)

What's right for - Actwith integrity and sheys do the - Coschand enable team members to provids bestinec
customers Fight thing for the custamer. sexvice and guidance i custotmers

Listen 10 all Customers, anticipste
veeds, and work in
eve their gonls.

Peoplecsa
competitive
advantage
Share best pr
i oy
Develop yoursel
Ethics « Koow what's ight and dow Fostur a sate, sthical environment whese team merbars feel
rights iy dan't kaow, ask aoalortable shating ideas and opinions, raising concerns,
s and escalate early, sisks.
it for self and your team responsible for acliievi
and deaisi kN Vision, Values & Goals.
Be apen, honest, and tran
Diversity and d, Cultivate a diverss and inclustvs snviromment.
inelusion . - -
Enpiison Inzentionally build and engage « diverse team,
- +, and encourage
prcple and thonght.
Leadsrship

e arad enable teem ¢ pé:

obiect

es and expes

form
canions, ongoing fevdiac snd conching,
and writien peck

formancs svalaation

Engage in conragentis

camversatio

d selobrmse team member commanity

nd complste
< weithpolicies

157 3Rl Frig Bisiniess Standards Repart
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CASE STUDY:BUILDING R BETTER COMPANY

Promoting diversity and inclusion
in every aspect of our business

Weils Fargh is conimitied toadvaticing diversity
odincloson heriss BT warkoren
sl lodal communines and i pub supply.chiain This
setithas Iy bsen ohe af e hve valics

vis dedicated (pageiz).
irnent 16 diversity st with oor Board;
where Walls Pargo has been an indusiry leader for.
dicades More than half of the merbersiol our Board
e wioiin and/br ethically d ;
A Board Chiit Betey Dilke
the Boasd of & raajor US. ek

Onr et
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; e
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Commitment to human rights

‘Wa recognize the role that corporations pley in

oeiety, and we momco our responsibility to
respect human rights in our operations and through
our business !'Qldilnﬂbhlpb. Many of the actions we've
raken to rebulld trust, strengthen our culture, and
enhance operational and conduet risk are critical
components of a robust human rights risk
management approach.

We publicly acknowledge our tes ponsibility to
respect human rights in our St
Rights, which guides our efforts in this area with
key stakeholders, inchidin

Team members.

We strive to h:mtcr safe, inclusive, resp \ec;f\zl.and
fair workpla hucling building and malntatning
sustainable work exvironments where discriminationt
and harassment are not toler a!ad We pwme equal
employment opportunities for all ¢ guauf\ « applicants
and team members without regard to any status
protected by applicable Jaws, and we take appropriate
actions to ensure that our compensation for team
members is fair and equitable. Building and sustaining
a diverse and inclusive culture is an important way in
which human rights are respected at Walls Fargo.

Consumers.

Wa are committed to building relationships with

customers and providing them with meaningful
ance 1o are that they

products, advice, and guic
are abla to make informed |
dedie

5 to foster best pramrcs

and ensure consumers are treatod with respect

In addition to fraining team members on the p .‘m‘xpku

a team of complisnce and legal professionals conduct
air and respensible lending reviews of complaints, new
ar modified products or lending policies, marketing

rampaigns, and lending transactions

Business customers.

We recognize the aritical economic importance of
various industry sectors, including some that may
have significant impacts on the euvironment and
local communities. We believe organizations in such
industries should operate in a responsible manner,
complying with applicable legal requirernents and
with respect for human rights, local communities, and
the environment, We conduct enhanced due diligence
for corporate custorners in identified sensiti industries,
as described in our B ! Risk
5 3t (ESRM) framenscrs. You ca
out our ESRM risk due <iligence process on pagn 48

virenme
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The ESRM framework also discusses our

c(:mpanvwzdz‘ and line-of-business policies that

prohibit credit and other servives to s any clients

or activities where we become aware of evidence
n‘lm\mq forced labor, child labor, human tva;
or any other type of modern slavery,

Supplie:
We strive to work with suppliers whose values and
business principles reflect their respect for human
rights. We autline our expectations in our $

Code o

Communities.

We promote humen rights and enhance resiliency

al to support

by using our financial and human cag
economic development and improve guality of 1
the comrmunities where wa Hve and work, Community
investment is an important part of our business
model, and we strive to provide rasources, talent,
and products for underserved communities in the
arpas where we do busine

Recent company actions

We recognize that respecting human rights is ar
ongoing effort and that we must regularly assess
our practices and approaches in light of changing
policies and business practices. In our most recent

Corporate Social Responsibility materiality assessment
{page 41), human rights was id 1, among other
rratters, as having an inereased impact to our company
and cur stakeholders.

a5 taken key actions in recent years

h
2 our focus on human rights, inchiding:

+ Adopted our ESRM policy, which provid
a consistent methodolog
understand,

hat we use to

assess, and consider environmental

and secial risks in our lending and investments

as part of our decision-making process.

2016

o

Published our Mo &
1o meet our obligations under‘he UK Modern
Slavery Act and underscore the important role
that companies like curs can psa v in adds
this global husnan rights fssu

sing




Updated our Code of
nduct (page 21) with refe
members' ra

5 10 team

onsibilities relative to human
rights, specifically as they relate to modern
slavery, exploitation, and human trafficking.

Updated eur Supplier Code of Conduct to include
‘Wells Fargo's expectation that suppliers respect
human rights and coreply with applicable laws to
avoid modern slavery and human traficking.

Joined Shift’s B
deepen our understandir
ts

s Learning Progea
g of potential human

and formed internal working

rights impac

groups to identify opporiunities for strengthening
our management of human rights impacts. Shift
is a nonprofit founded in 2011 to implement the
United Nations’ Guiding Principles on Business
and Human Rights.

s Stistiant

{page 19) to strengthen our due diligence practicss
for transactions with customers whos

yperations

may adversely impact indigenous communities,

Established an external Stekeholder Advisory
Council {page g2) that consists of experts and
advocates focused on hwman rights, consumer
rights, fair lending, the environment, civil rights,
and governance.

i
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Enhanced cur ¢

ty to identify and manage
human rights risk in our lending and invest

pas

ents

— including adding a sovial issues specialist with
hurman rights legal expertise to the Environmental
and Social Risk Management team.

+ Developed and began to deploy human rights
training within our Wholesale Banking businesses.
Previously, human rights considerations were
one component of the larger Wholesale Banking
Credit Management Training for new credis
analysts and associates.

Published the results of our annual pay equity
study on wellsfarge.com (page 25), lollowing
the information we published in March 2017
regarding our commitment 1o gender and racial)
ethnic pay equity.

+  Established warking groups to consider
relevant human tights issues related to
consumers and investments, and refined
the definition of “employment” to include
contracted labar.

Continued to strengthen our ethics and busiriess
conduct programs to deliver on our commitment
ta respect team members’ human rights.

In progress

We know that deepening our understanding and

Launched our Speak Up and Non-retaliatioh
policy (page 21) 10 encourage teamn members
to identify and report any concerns they may
have, including potential human rights issues,

Established a central conduct team and made
enhsneements to our EthicsLine (page 22) to help
identify and respond to potential huwman rights
concems quickly and maore effectively.

Joined BSR's Hurnan Rights 1
(a cross-sectoral collaborative initiative of more
than 40 global companies),
to help companies implement the UN Guiding |
Principles on Business and Human Rights. In
addition, we will continue to participate in Shifts
Business Learning Program to strengthen our
understanding snd implementation of humas
rights issue management.

management of human rights issurs that are relevant.

to our business, operations, and eulture is an ongoing

journey. We are continuing to work on:

- Updating and dev
policies.

loping human rights-related

- Strengthening oversight of humen rights issues
in our supply chain, such as the manufacturing
of prometional iterms, international construe
projeats, and contracted janitorial
landscaping services.

nd

«  Enhancing our understanding of potential
and adversa human rights impacts throu
due diligence.

- Engaging with external, cross-sectoral; and
industry-specific leadership groups to collaborate
on advancing business and human rights efforts.
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CASE STUDY: BUILDING A BETTER COMPANY:

Additional due diligence focuses on
vulnerable communities
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CASE STUDY: BUILDING A BETTER COMBANY

Our commitment to fighting
human trafficking

Qe ukbsetion financial instifat

iake to piotect hitrian tights'is o follaw
il of ursan trathcl - helping to
report suspected morney launder: :

A% duttisied in Wells Farge
) ‘retgnize vurrole th preventing.
aversy and Briian frafhciang Bothiin ourt)
apdratiangand in vur sipply chain:

“aodeny

Aciording 1o estimates by the anti slavery:.
nonprofit: Walk Free Foasdation and the
eritational Laboi Qrganizati

Jal basis; contains

Cartexienisive eollection of casd stidies of huan
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datadt suisp

te Binhan b
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o Polarieaiid 3

aitit g gevernhent
op the Trafhik.

W belisva that fmancial instithiions have tha
Siimighe dpportinity

anid tesponsibility
tomiake & differenice globally by work

i desigaed tolelp i

1o follons the migiiey tral

Fight favitian frafhiking




Our Code of Ethics and
Business Conduet

sdated Wells Far
O o provide additional clarit
and focus ou the sthical behavior we expect of al
s of our Beard. The

h extension of our Vision, Values
supported by underlying policies as
by interactive online training that all team

. Members of the Board
also acknowledge annwally that they have read and

unders

o 2016, we v

i

v
7

team members and membe

code serves as
& Gos

Is and s

o8 ag

members complete annuall

and their obligations under the Code of
Cthies and Business Conduct.

Team members also need to be co king
jation if they have a concern or
something that does not s

nfortable spes

up with no fear of

i squite right.

The code outlines responsibilities on topies such as:

Deali and others.

fairly with custome:

onfidential information safe and

Clre,

cords.

accurate and complete

Being clear and candid in communications,

conflicts of inter

t only appropriste gifts and

“xchanging
rtaiment.

ing sound judg
€85 eXPENSEs.

n incurting

Honoring our legal obligations

Using our assets wisely.

Serving the greater good by s
COTRNILUIE
g the environment.

tpporting onur

og, respenting human rights, and

protec
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Speak Up and
Non-retaliation policy

‘We learned through team member feedback that some

team members were reluctant to raise concerns bev

actions we've taken to improve this situal
weing our EthiesLine process. To provide additional
ar 5 and set expectations, we published
ur Speak Up and N in 2017,
It requires all team members to adhere to the Code
of Ethies and Business Conduet and supporting polici
recogn hical behavier, and report suspected
unethical or iHlegal conduct. The policy
additional expectations for manage
retalistory conduet, watch for signs of retaliation, and
repert any condet that may violate policies.

ity on our polic

cnretal

0 sels

1o guard against

It’s critical for

team members to
understand our
expectations and act
in an ethical manner
every day.

Specifically, managers are expected to:

+  Reinforce with their

the compan
cammitment to values, high ethical standards,
an > importance

Hlagal conduct.

reporting unethical or

re any inappropriate, unathical, or
unlawful behavior is properly reporte

- Regularly temind tears members to report concerns
immediately to the Ethic smployer Relations
Solutions, or a trusted supervisor or manager.
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Enhanced EthicsLine process

des team membe

The Fthicsline prov s & confidential Based on the independent review, we:

port inappropriate behavior or concerns

sible violations of unethical or Hlegal Enhanced scripts used by our third-party
setivity. Wells Fargo is committed to maintaining EthicsLine lntake representatives, reinforcing
anonymity (when requested and as permitted by law) our comrmitment to protecting team members
2nd confidentiatity of team members throughout the from retalistion.

allegation lecycle. Tnformation related to allegations

is shared only with team members who havi
business need to know and may also be shared

way to re

about pos:

> Relations

Formed a dedicated Emple
Selutions team o focus on issues raised

a

through the EthiesLin

with regulatory or law enforcement agencies.
EthicsLine has been operated and staffed by
ird-party vendor s 2004, and
on services are ave e. This process helps
1 team member confidentiality and preserves

- Created a process for third-party legal review
of certain retaliation claims.

nce its inception
!

ab

wised an Allagation Management palicy
outhining standard protocels across research

nonyity when requested.

and investigative teams.

Deployed an Enterprise Allegations Platform to
ing of allegations
across the company and improve reporting
and analysis.

EthicsLine, the company engaged a third party in late
2018 to conduct an end-to-end review of its processes
regarding the intake, research, investigation, and

position of allegations of teamn member misconduct.

facilitate the consistent hand!

The assessment included focus groups and one-on- «  Eshaneed our communications efforts (page 24)
one conversations with team members and identified so that team members are kept well informed.
apportunities to strengthen processes 1o align with )

industry best practices, better identify trends to prevent < Created a new thivd-party FthicsLine website

potential fssues, ensure consistency, and help team ta make it casier to submit a report onlive.

members feel supported,

Enhanced training to help managers foster open
commun

ations and respond appropristely when
& team member raises a concern.
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How the EthicsLine works
With enhancements noted

Step

S A e meiniier YhleR Y B coviedrn by phicne Sy anling.
< Erihiancement: Teom miémibers hav aeoass 10 om edsyc Web po;

he e seais réoetved

ppact
) i frand,
P 5
A Wells Farg 1er i3 a5 0 Hhe YRR
s Enhancement: A new plariorm focilitates the provess:t
A repurt is crested and dssigned ¢ nembarto facilitate ano resbones trackis
5 G .

Y 7 to 5o if there are questiony
or ta provide oddditional inforriation: y

The repbrtis reseavibied.
Stemdirds hslp erisure that concerns

S e violation is sibstantt it s cised i 8 dande with policy 5
Enheicement: The fecn tnember who vaised the initigl concern is nptified when ¢
cesais closed and 110 ke sureth is. norbeer i

A siimimacy of the types of allégations and any
trends is shared with management and the Board,
A

Regular reporting provides ! le
visihility to identify patterns and address
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CASE STGDY TAKIN G AC'I‘IQN GR TNHAT WE LEARNEX}

Raise Your Hand initiative encourages
team members to report concerns

A third
tesn stk

that
iowed sothe:
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NCOURAGING TEAM MEMBIRS
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Competitive pay and benefits

Wells Fargo has long been committed to market
competitive compensation, caresr-development

opportunities, a broad array of benefits, and strong
workelife programa. We regularly review our offerings

and have closely done so in the past two years.

To ensure that our pay is competitive in the marketplace,
obs are priced against our competitors at least annually,
We look across industries because our competition
{or talent extends beyond the financial services secton
We tnvest significantly in annual salary increases,
promotions, and other types of increases for all roles at
all levels across the company. For example, in addition to
increases that result from anmual performance

hyear approximately 40,000 tearn members recaive
promotions with additional salary.

ewWs,

@

We continue to raise our minimum hourly base

pay, increasing it by 32 percent in recent years —
from $11.33 in December 2013 to $15 in March 2018
(for certain roles and in some geographies, starting
rates can be substantially higher than the minimum
base pay level). This latest adjustment to $15 an hour
increased pay for approximately 36,000 team members.
Wells Fargo then carefully reviewed team members
who ware already making $15 an hour, or slightly above,
to ensure that they were being peid appropriately based
on their role. That resulted in approximately $0.000 pay
adjustments for team members whose salaries were at
or close to the new minitum hourly wage.

Wells Fargo Minimum Base Pay

$15F y
e T ILED,
$12 &
g $13150

L$15 uv

s Sandbry
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Approximately 60 percent of Wells Fargo's noninterast
expense represents compensation and benefits:

Each yenr, we invest approximately $13,000 per team

rember in our benehts programs.

Our health eare benefits (medical, dental, vision)
cover approximately 560,000 individuals.

Ninety-nine percent of Wells Fargo's US. team
bers ate eligibls for benefs, including those
in regular and part-time roles.

mernb

Team memt

ors are able to enrall their spouses

and eligible childven in Wells Fargo benefits.
< The cornerstone of our financial benefits is our
01k des & 100 percent mateh for

avery $1 team mambers contribute, up to 6 percent
of teamn members’ certified compensation. Team

1

an, which prov

members recaived more than $1 bill
matching contributions in 2017,

n in emplover

Py equity

We are committed to pay equity, and our company
regularly engages a third-party consultant to condueta
thorough pay equity analysis, which relies on statistical
models to compare the compensation of our team
members to othars in similar roles. Based on the results,
we rnake adjustments where needed to ensure team
nd equitably.

members continue to be paid fairly

Our company values and promotes diversity and
inclusion in every aspect of our business and at every
level of our organiz:

ation. Qur coramitment to diversity

starts with our Board (page 16), and we have  strong
record of recruiting, promoting, and rewarding womenat

all Tevels of our company. As a result, a large percentage
of our team members, aficers, and managers are women.

We originally published the results of our annual pay
nalysis for 2017. For 2018, we axpanded our
analysis to include certain of our global locations and
other alements of pay, including base pay, discretionary
cash incentives, and long-term incentive awards.
After accounting for factors such as role, tenure, and
geography, the most recent results of cur analysis show
that female team members at Wells Fargo earn more
than 99 cents for every $1 earned by their male peers:.

equity
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CGur team members who are p of color in the
S, earn mere than 99 cents for svery $1 earn

by their white peers.

The Board, through its Human Resour

oversees the pay equity revie
complementary humar capital management practices,
inclading talent management, succession planning,
+d diversity and inclusion initiatives, all of which
are intended to ensure fairnes 25 at
Wells Fargo.

s iy pay practic

Compensation principles

Our company is committed to developing and
executing incentive compensation arratgements
that align with and reinforce our Vision, Valuss &
Gonls and comply with all applicable statutes and
regulations. Qur Incentive Compensation Risk
Management IURM) program is intended to
halance risk and financial reward in a manner
that supports our customers, team members, and
company. Compernsation programs are desigoed
in accordance with the following principles:

Pay for performance by linking compensation to

cormpany, business line, and individual performanes.

- Promote a eulture of risk management
consistent with our Vision, Values & Goals, and
sk-taking.

avoid unnecessary or excessive

Uttract, motivate, and retain people with the
skills, talent, and experience to drive suparior

long-term campany pesfonmance.

Align team members’ interests with shareholders’
interests, and encourage beha

long-term sharcholder value creation.

vior congistent with

Executive compensation

Our Board holds senior management accauntable
through its performance management and incentive
b, Tl
sets clear expectations for senior management that are
aligned with our Vision, Values & Goals, strategic plang
risk appetite, and risk and contro} framework. The Board
uses active engegement and credible challenge to set
those expectations and assess whether they are followed.

compensation strueture and framewor s framework:
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The paxfors
compensation processes enable the Board to assess

sance management and incentive

performance against set objectivas, hold sentor leaders
accountable through compensation or other actions
when those objectives are not met, and reward them
when expectations are met or exceeded. The Board
has strong tools to held management aceountable to
these expectations, and it has the resolve 1o use its tools
appropriately — including taking decisive action to
acldress problems or concerns with the risk management
petformance of sanior managers.

Al senior executives ia the top levels at the company
{or approximately 800 leaders reporting to a member
of the Operating Committes or to one of an Operating
Committee member’s direct reports) are subject
to an annual performance objecti

amework. In
2018, Wells Fargo strengthenad the performance

abjective framework for senior exscutives o inchude

the company's leadership expectations and risk
secountability as overlays. With the new framework,
“how" something is achiaved is given equal or greater

achieved. Consistent with
historical practices, how a leader leads and manages
risk can reduce or eliminate incentive compensation
for eutcomes that are inconsistent with the Board’s
expectations. By design, performance against these
expectations also can serve as a multiplier (up to

consideration to “what” i

150 percent of the incentive compensation targat) to

recognize exceptional leadership or risk management
and accenntability. In addition to these expeotations as to
bow leaders perform, the framework sets expectations
relating to company performance; business
performance; and each leader’s mar

ne
ement of risk,

day-to-day operations, and strategic initiatives.

5
contains robust tisk-balancing mechanisms that provide
the Board and its Human Resources Committee with
the tosls o hold executives accountable for activities
that have long-term risk horizons. The Fuman Resources
Committee establishes a compensation design and
structure that is weighted heavily toward long-tevm,
performance-based equity that ves

The compensation structure for senior exerutiv

over thr

20 0T

four years, is contingent on longer-term financial

performance and rigk assess s, and has substantial
holding requirements (including holding requirements
for sxecutive officers that extend beyend retivement)

to further support strong risk management and
accountability. The company also employs multiple
clawback and forfeiture policies and provisions designed
10 encourage the creation of long-term, sustainable
performance and discourage senior exeentives from




taking fmprudent or excessive risks that could advers:
impact the company or harm customers. This includes
the reduction or forfeiture of equity awards if the
company or the executive’s business group suffers

a material failure of risk management.

Performance management

Performance management has a direct link to our

pay-forperdformance philosophy, with a focus on setting
clear expectations for our team members and enabling

ongoing conching and performance conversations |
throughout the v
a5 3 key aspect of how we live our culture, and it helps bring
our five values to life. Performance management provides
each team mamber wi
responsibility, aceountability, reward, and recognition.

. We view performance management

h the opportunity for personal

Al team members have an established set of cbjectives
reinforcing personal accountability and an opportunity
for recognition and development. Team member annual
performance objectives are aligned with business
objectives and the company’s behavioral expectations
(pag ey
written with criteria for success, as well as appropriately

se 15). Performance objectives are to be ¢

suited to the team member’s role.

For example, objectives for team members engaging
in direct s
following considerations:

tixigy or referral activity ave informed by the

Quality.

Sales growth measures are balanced, focusing o
custorner experience, retention, account usage, and
long-term relationship building.

Behavioral.
Objectives include qualitative components and

incorporate qualitative assessments to focus on

how the results were achleved.

Timing.

Matrics should be long cycle in nature and able fo
meastre vahe as demonstrated by customer behaviors

aver Hme.

Risk.
Strong risk management measures must be built into
team members’ performance objectives.

Diseretion.
Management objectives related to customer experience
emphasize observations and balanced judc of team

member performance.
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Alignment.

Expectations are aligned between le
members who report te thern with a consideration toward
mitigating customer harm and other conduct dsk.

chers and team

le for

e and coaching

Throughout the year, managers are re:
providing ongoing performance feedbs
on progress toward ohiectives
are encouraged to initiate conversations with their
managers shout performance. On an annual basis,
managers complete a performance evaluation that
provides each team member a performance summary
for the year. a time for the team maer
snd manager to discuss how the team member can
improve performance.

SPON

Team members also

Tt alse provides her

Walls Fargo continues 1o fortify the perfors
management process and requireme
enllectively drive to 2 tent cuk

of the recent enhancements include publishing an

s as we

wre. Some

mMore cory

enterprise Performance Management policy, introducing

n feadership objective for team members
ge 14), strengthening and centralizing monitoring
processes, and migrating all team members to our
enterprise Performance Managerment tool.

Incentive Compensation Risk
Management (JCRM)

Qur compensation principles, along with our Viston,
Values & Goals, are supported by our ICRM program,
which establishes the expectations and requirements
related to the design and oversight of the fucentive

plans for team members. The program provides the
governance framework, palicies,
standards, and processes under which w
incentive compensation risk. The program initially

sk management

> mhanage

was focused on financial {credit, market, and liquidity)
risk, and aver time we have refined the progra

1o better reflect W it
management goals and to meet evolving regulatory

olls Fargo's risk appe

requirements. Qur goal is to have the ICRM prog

account for all potential risk types, including risks
related to misconduct and reputational harm.

The ICRM program framewark has three main
components supported by our overarching ICRM
govemnancs pProcesses:




.oid
Idey

ification of roles covered by the JCRM
program.

Incentive compensation risk balancing

Governance, including monitoring and validation.

Roles

The ICRM program covers approximately 200,000 team
members who are eligible to participate in an incentive
pi ;
for team members iu roles that may be able, individually
or as a group, to expese Wells Fargo to material risk,
as well as roles that are subject to specific regulatory

n. The program provides for heightened oversigh

requirements, inchudin

+ Executive officers.

Senior roles with significant »

sponsibiliy for
taking, identifying, managing, or controlling risk
within a line of business or corporate function.

Groups of team members who, in th

aggregate,
ization to material risk or

xpose the orga

e subject to specific regulatory requirements:

ject to heightened oversight, risk
management is considered in developing team
members’ annual performance objectives, during
the review of their compensation plans, and i
conducting thetr annual performance evaluatic
all to ensure that incentive award payouts reflect
risk outcomes. In addition, for executives and select
other members of senjor managemend, the program
includes balancing features that account for current
and longer-term risk horizons. For these team members,

EER

we provide a combination of ar

ual and

long-term
t are subject to performance and

incentive awards ths

forfeiture provisions, clawback palicies, consideration
of qualitative aspects of performance, snd the
discretiopary ability to reduce payouts.

We believe our program provides an Integrated

approach to team member performance managenent,
ineemtives, and incentive compensation risk mitigation,
We have strengthened and emphasized risk accountabil
for all team members and are currently developing
and implementing processes where misconduet will
impact performance management and incentives more

consistently across the company.
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Incentive compensation risk balancing

Wells Fargo continues to enhance the rigor and
structure of our approach o risk adiustment prod
across centive design and the potential for compensation
fmpacts o an event of a risk issue. Our incentive desi
process ensures all incentive plans are designed and
risk assessed to ensure balanc

=

ng features and risk
orated into the plans. During
ss risk balancing, compliance with
laws and regulations, and any potential to encowrage
our tearn n

adjustments are incorg

this review, we asse!

mbers to take unw

essary or inapprop

risks, Over the vears, we have formalized and strengthened
the eaterprise incentive plan dest ¢
several enhancements, including:

and m3

1 process

evelopment of sales practices incentive
guidance to ensure our sales incentive programs
do not encourage inappropriate behavior, the

etrics are not easily manipulated, the goals
are atiainable, and risk and reward
properly balanced,

&

tmental leams (fluman Resor
Finance, Legal, Compliance, and Risk) &
in the design and raview of incentive plana.
This enhanced oversight has helped identify
apportunities to simplify and streamline

incentive plan

For a new plan, we condust a risk
to evaluate the team mamber woles coverad by
the plan, the inherent risks of those roles, the
plan’s structure and risk-balaneing features, and
any additional controls in place. Ongoing plans
are reviewed annually with respect to alignment
with incentives for the right behaviors, new risks
that have emerged, the existence of appropriate
risk mitigation features, and compliance with
applicable laws, regulations, and policies.

Tor plans subject to heightenad oversight, such &s
those covering material visk takers or individuals o

groups who could pose sales practices risk, the plans
are subject to additional and more detailed raviews.




With the establishment of the enterprise incentive plan

design provess, Wells Fargo has more effective reporting
sapabilities and visibility into the risks assosiated with
incentive plans. This has led te an iner
sment from senior executives and committees

se in the tevel

of eng:

whe oversee the ICRM program with more meaningful
discussions about how 10 effectively manage risks based
on trends and to set expectations for the future.

To account for risk-adjusted compensation decisions,
we've continued to enhanee the following:

-+ Enterprise guidelines on the use of diseretion
for visk avaluation and compensa

n impact.

< Move structured evaluation of risk outcomes as input

sk performance and compensation decisions.

Strong focus on governance, inchuding increased
involvement by the Human Resources and Risk
funetions 1o help consistent application
of risk adjustment across the enterprise.

DT

mplementation of a formal monitoring and

documentation and governance raporting.

Governance

The Board?
enable effective oversight of incentive compensatio
and performance management programs, and directors
s a level of expertise and experience in risk

crnent and human s practices, including
compensation, in the inancial services sector t
appropriate for the nature, scope, and complexity of our
astivities. The Roard has delegated primary oversight

of human capital management, culture, and ethics to
its Human Resources Committee, Thi ponsibility

includes overseeing the overall compensation strates
of the company, the ICRM program, and the compa
compensation plans, policies, and programs covering

tructure, composition, and resoute

LT

senior management,

the
Compensation Committes and Enterprise R
Control Committee — oversee interconnected risk
and compensation programs with a view to ensuring
that risk management and accountability are connected
with the company’s incentive compensation programs.

Two internal management comm
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is chaired

The Incentive Compensation Committes
by the Human Resources director and has responsibility
for overseeing the ICRM program as it relates to the
and risk-balancing of broad-based
compensation programs. In recent years, we have
strengthened the Incentive Compensation Commitiee
charter to clarify roles and responsibilities
membarship and meeting frequency, and establish
requirements for reporting to the Human Resources
Committes. In addition, reporting to the Incentive
ittee has been strengthened
ride additional reporting and iindings across
the ICRM program.

effective desig:

@

Compensation

Adapting our business
model to changing
customer preferences

in this repor

sastomer preferences

As you will read lai
and the way they want to interact with us — are evolving.
Customers tell us they want things like more self-service,
. We are
responding by adapting our business model to become

simpler interactions, and more technolog

more steamlined and focused on the customer

As a result of the accelerating adoption of digital self-

serviee capabili s conditions,

, changing busine:
and operational excellence and efficiency, we expect
headeount to decline by approximately 5 to 10 percent
within the next three vears. This decline would reflect
isplacements as well as not filling certain open positions
resulting from normal team member attrition.

We take very serios
team membars, and as
and transparent, treating team members with respect.
We have robust programs to make impacted team

members aware of other job opportunities within
Wells Fargo and to provide support as they transition
to the next phase of their carsers. And even as we

become more efficient, Wells Farga will vems
of the largest employers in the U,

y any change that invelves our

always, we will be thonghtful

in one
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Measuring our progress: Culture

We have made strang progress in building the kind

of culture that our team members expect and deserve.
We will assess the many practices put in place over
the past two vears and continue to enhance them. For
examnple, our continuous listening program monitors
team member engagement and experience and includes
collecting feedback from team members through pulse
surveys, focus groups, companywide assessments and
surveys, and confidential exit surveys and interviews.
In addition to listening to team members, we also are
measuring attrition. In 2018, voluntary team member
att:

tion improved 1o its lowest level in six years.

Among the enhancements we've made to our
monitoring and reporting is the creation of a culture
dashboard report that includes clear, concise, and
actionable insights of companywide strengths and
areas that may require attention, Trends tracked in the
Jashboard include key team member metrics such ag
attrition, terure, training, and listening program results;

diversity and inclusion: risk, audit, and comphiance
initiative calation resolution; and progress on
key culture initiatives. This dashboard is shared quarter;
with the Operating Comsnittee and the Boa
the Human Resources Committee. The data it contains
is critical as we monitor the progress we are making to
improve our culture and the team member experience:

s; ssues e

s Sy A
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Our

oals

Ourgoals clearly state our aspirations for the future

nancial

Change for the Better

and prioritize our focus. We want to becorme the

services leader in the fellowing six areas:

1. Customer service and advice

Providing exceptional customer service and advice is
key to building long-lasting, caring relationships with
our customers and helping them succeed financially:
We build strong relationships and deliver an exceptional
experience for our customers by getting to know them,
engaging in high-quality conversations to understand
their financial needs, and collaborating with internal
pariners to help them achieve their goals. We strive to
provide best-in-class service and guidance that will help
our custorners be successful. This is true whether we are
warking with an individual, 2 family, a small business,
a growing company, or a global firm.

We strive to provide
best-in-class service
and guidance that will
help our customers
be successful.

One of the ways we're improving and enhancing the
customer experience is through the Community Bank's
Change for the Better initiative (page 61), which includes
new systems, processes, and tools that have empowered
and enabled team members to better serve the needs
of customers. Since September 2017, we've made
transformative improvements in our branches across the
U.S. to bring more simplicity, alignment, collaboration,
and innovation to the customer experience and the team
member experience. The changes we've introduced have
simplified and streamlinad complicated processes to
make it easier for our bankers and tellers to talk to their
customers, ]isten, ask questions, and meet customers’
financial needs by offering them the right products and
services or introducing them to the right partners.

Customer innovation

‘We're alsa making innovative changes for our customers
to help them better manage their accounts by leveraging
data and cutting-edge technology. For instance, our
Querdraft Rewind™ service automatically “rewinds”
any overdrafts that are covered by a direct deposit
received by 9 am. local time the next day (page 74).

In 2018, this service helped more than 2.3 million
customers avoid overdraft charges. We also rolled
out automatic real-time alerts to notify online banking
customers by email when their account balances drop
to zero or are negative. The automatic alerts build on
the text and email alerts Wells Fargo has offerad for

a number of years, and they are having a big impact.
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T 2018, we sent an average of mors than 37 million
zero-balance and customer-specific balance alerts
a menth ~ meaning we have 37 million opportunities

customers to avold a negative outcotne.

W believe the improvernents Wells Fargo has made to
help customers avoid overdrafts and fees are among
the most customer-friendly in the industry. Ultimately,
doing what's right for our customers helps us exceed their
expectations and build Iifelong relationsh

Focus on planning

In addition to helping our customers manage their
accounts, we are focused on helping them save and
plan for the future, We offer programs like Financial

Conversations and Fands on Bunking®that are designed
to educate and help custorners feel more in control

of their finances (page 94).

In our Wealth and Tavestment Management bus

ness,
continue to focus on advice end planning capabilities

1o deliver better outcomes and experiencas for customers.

Whether custemers are planning for retirement, saving
for thair fwst hore, or taking steps 1o preserve wealth
for the next generation, planning is a common thread.

Ensuring evs

1y customer has a relevant financial plan

helps our Wealth and Investment Management customers
In the past 12 months, «
sated or updated financial plans for 70 percent

meet their financial goals

have or
of cur afffuent and high net worth customers. According
to research conducted during our 2017 Client Listening

Program, the vast majority of customers with a plan feel
they have the guidance necessary to succeed financially.
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CASE STUDY: BUILDING A BETIER COMPANY

Financial Health Conversations program
provides personalized guidance and support

Wells Fargs imderstands that listomers are
mors Jikaly Torachieve inancial siceess i th

Gorshing the steps they o take 16 stablish
i 8 Sinclnding siiplechs
e & big impact; Research shiws that
7 perasny of Aniericats e strigglind faanoially’,
4 percent'say theywould not be Bble o dousts
B0 Eerg & thitiy
Gt Borawing monsy

OTHER FINANCIAL HEA
EESQURCES

LT

Financicl Health Conversutions prograii’
Flnancial Health Conversations, specially
Shione Bk 3 Wells Pargo tay: provide
8 . !

itk guidanci anid support
e ICrBaER Savings manage thefv
trand feel vioréin control ¢l

Chnanges:

Diapending on the customer's
Feieis the monsy fowing 6 and
ciistomer’s aceaunits each morith. Then the ba
seorkes with the custoimer o develop s savirigs plant
othat iy belp the'customer save move:mioriey éaoh
<month = perhaps inchiding setting & i
anid idéntifying areas whiste the cu

toduics spending:

Finainel

1 Health T st
attainable goaldso instheychn i
velpbrats = which if tirn helps theni sty coiinitted

wto the - We alds halp custdnieis strengthen -
~iheireredit seores thiough sdueation and daisn -
Sl develdpmant

Board of Gave
e Systen,

ofthe Federal

Since the progran baian #2085, plicns banke
‘have conductéd Tinancial Health Conversutiong
N Bo000 cistothars, Today; Financial
Hsalih Bankers canplats mate than 400 Financial
H ond s wesk, We'va reveived vary
poisitive custonier faedback alivii the prograny in
wsnthly survevs conducted by @ thivd pary:

SVWerhow wie prepating to sxpand the progesin
to'additional Wells Farge. channels 1 provide
& N THOTe CUSTOTmATE: ’
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2. Team member engagement

Wa want to be the industry's employer of choice
a place where people feel inchided, valued, heard, and

supported; everyone is respected; and we work as a

team, We want cur team taetnbers to have an emotional
connection and comsmitment to Wells Fargo, We
everyone o feel supported to do work that energizes
therr. And we wa

nother, our «

want

rt everyone to suppuort - and care for ~

ons customers, and pur communities.

As mentioned earlier, team member foedback has beent
essential in helping eahance our culture and improve
the team member expetience.
shared their voices in a rumber of ways, inchiding
surveys, town halls, and two-way diatogue on our
intranet and internal social media platforms.

T

eam members have

Actions from team member feedback

To develop short- end long-term roadmaps and
recommendations based on what we've heard from
tearn members, 7 team of intemal and external experts
reviewed and synthesized more than three dozen surveys
and almost 50,000 team member comments from stories
ble to
all team members), leadership Histening sours, and hternal
a
rumber of changes 1o help create 2 more consistent and

on Teamworks {our intranet portal, which is sccessi

social media chats. Based on feedback, we've made

compeliling culture for teanm mambers, inchuding:

Increased leadership visibility and transparency.
CEO Tim Sloan increased his town hall forums with

team members from quarterly to six times
n different Wells Fargo markets, and increased each
rown.hall from an hour in length to 00 minutes. During
th
livestreamed to computers - Sloan shares updates
with team membars and is joined by members of the
Operating Committee and other senior e
to take team member questions live from the loval

1

: yent,

se ses hich are televised internally and

ons -

xecutives

audience and via video from all over the company.

Granted restricted share rights to approximately
250,000 team members in first quarter 2018, All eligible
full-time team members in the U.S, and aligibl

ived the equivalent of
All eligible part-time
team members in the U8, received the equivalent of
30 shares of Wells Farge stock.

bie teant
members outside the US.,

50 shares of We

1d¢a Builder is a companywide too] that
toai thembers sk 1 subrmit ideal and offer:
X Tons, In 8018, we'recsived an averige
of goo {ons per month, Coords:
¥eview new jdess daily and assign theni 1o
Approprate arens within Wells Fargs for
évaliiation and disposition. :

A idea tecently implamantad: inaking it easiér
fot e o ideditity team B i
i bank branehes whedars proficlent in Aferican:
Sign Langusgs by adding that information 1
name tags aiid business cards; Enhatcements
planied for 2019 are intended to'make fdea’
Builder aven more user-friendli allow team

i nvembers to better track the status ofthelr
subiissions; and (Mprove rporting.:.

Raised the minimum hourly wage fo $15 per hour
for 26,000 .S based team members in March 2018;
For team members already at or close to the
hourly wa

the company reviewed their pay relative to

the new $15 minimum. This additional review resulted in

approximately 50,000 pay adjustroents in April 2018,

Inereased the number of paid holidauys for
team members from eight to 12, including adding
personal holidays that can be used for religious, Family,
cultural, patriotic, comumunity, or diversity observan
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A focus on solutions supports
team member development

When tewrs memberd ave i thi tightjols, 500

spending time oo, the night things; Jeading well; -

fealing good abant their eontributions, fullyusing:
and Jerning new okills: they are able
to'ds what Is Hght-{or customers :

This philosophy is what guides Wells Farga's
Soomillion anriual investment i teatn e
ning and develop which irichi
inctional training; léadership and profési
developtierit, early talent programs, and fuition
redmbirsenent g

We'Support teant membirs i owiing i own::
2 e 5

bl

ieveryone ty ealled to bed Jeader = that leadarshiy
Cinéth hasive dainain of sen; i -

Al tear nesmbers have fceess ol

ef that:

TEAM MEMBER DEVELOPMENT
BY THE NUMBERS

and professional development offeriigs such
as nstructorled virtial and selfpaced =
and progratis, bosks and journals; videos, an

We mike trainfag accesiible to'all e

T nerte

ohithejo
i Pevelaprient
; ted leaming 3

s affer ibat iembe

nchide’s

iticr thiose in bank b

it and call ceniters:
D& 3

and D

a8 g experience called iDeue]
winch les thiers o build Individuald i

*plans to'snhante their Teadarship eapabilities.

We'provide wiwide array of |

higtinehades

for v
Ttanches, In 2018, we laknohe
hiresand thise new o theit positions

soltitions that help team members grow throught

Banl

: Faundational Learning wet
various irataing fesdurces fram multiph

networking, siperisnchs, cosching, fesdback,
©and T

thing.

rfotie place: :

Wi ilsel slipport manag s ATHEw Ma

caflanas fes

TEAM MEMBERS PLAN THEIR
DEVELOFMENT

ra as 5 0l
yprovide new miatagers u cotisistentfogndation
and tind Gof what is xpeciad and the tools
and arces dvailable to themi The pragrahel
eskilly 5o that o Ty

Building high serfdtming and &
néw program Has'several compotiant:

Thdepéndent leating:
St

| comimiiy

COnithesjob ass




3. Innovation

Wells Fargo has a long history of innovating
for customers.

For banks, being convenient once meant having
branch in the neighborhood. Then it was having an ATM
on the corner. Next, it was providing access 24/7 — by

phone, then online and mobile — and now it's providing
services how, when, and wherever the customer chooses.
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Accelerating digital account acquisition is ancther

focus. In late 2017, we successfully launched Intuitive
Investor® for brokerage customers who may be new
o investing or prefer a
to financial advisors as desired {page 78). In the first
quarter of 2018, we also introduc ¥
application (page 62}, and we ended 2018 with online

igital experiance with access

ad our online morigage

But innovation is not about the coclest new technology
or about being “first.” We are innovating because our
customers are asking for it. Customers are looking for
convenience and simplicity in how they connect with
ws and conduct their banking.

Innovation today

As mentioned eatlier, Interactirig with customais in

the moment, wherever they are, and when they need us,
is changing the way we think about.cur channels and
distribution, Mobile technology and digital commerce
have e
mon
be the disruptor.

alated consumer demand for simple and fast

movement. And banks are well positioned to

, Zelle® the person-to-person payments
s multiple banks, made ite debut in
June 2017, Zelle enables customers to move monsy
directly between participating US.-based bank
secounts in real time, inatead of first moving mongy

For example,

network owned

o

10 & separate account and having to wait for it
transfer to a bank accouat.

Beyond facilitating payments, we're also giving
customers the ability to see and manage the
connections they have to their Wells Fargo payment
accounts through experiences like Control Tower™;
& consalidated vi

“digital financial footprint”

tomer's Wells Fargo
{page 38).

Technologies like artificial intelligence and advansed
authentication are enabling — at scale — the types of
customer {ences that were not previously possible.
New experienices like Greanhouse by Wells Fargo are
Jeveraging these technologies to help make
for customers to save, spend, and plan.

easier

representing 30 percent of total retail mortgage
applications in December.

Some of our best ideas for innovation come from
team members

Tea:
how we innovate and transform our business. We offer
es to make it
casier {or team members to share ideas and connect
with key business leaders who can help make those id
a reality, including:

m members play a crucial tole in contributing to

several internal programs and initiaty

Innovators Club.

A Wells Fargo community of more than 16,000 tean
members committed to identifying and supporting
innavation.

iWeek.

An opportunity for team members all over the cortipany
connect with other innovative thinkers for a waek of
activities aimed at thinking differently and discussing
ways to better serve oue ancther, our communities, and
our customers. In 2018, more than 4,000 team members
sipated in iWeek,

parti

Heckathons.

Internal collaboration forums where multifunctional
tearms design and prototype digitel so
benelit our customars or team members. In 2016,
Wells Fargs ime ; flity Hackathox
in which winners produced insightful recommendations
and solutions to improve accessibility for tracking time
in the workplace for team members who have low vision
or are blind.

utions that wi

st Avcessi




Leading the way to change

We are constantly looking ahead, exploring big ideas
with innovators outside the company te help us s
future customer experiences. With Wells Far
Aceslerator, we collaborate with sarly-sto I
Ip thern refine their potential breakthrough

ogies for financial services and other applications.

Since 2014, the progsam has received more thap 2,400
tions from companies in more than 9o countries
3 its portfolio,

product strategists, d
researches and advances forward-thinking ideas to
benefit customers. The team uses a testand-learn
madel to explore new technologies and decide how
the technologies g in the future.
Ultima sromers’ financial

igners, and developers —

tely, the go

lives easier and better.

g significant investments in new
and emerging technologies that will he

periences for customers and team members.
re some example

enable

Artificial intelligence is becoming the
“hrain” of our experiences, automation,
&t agement.

and fraud

- Advanced authentication makes security
simpler and stronger and elimin
need for knowledge'based authentication.

s the

Application Pragram Interfaces, or AP
enable us to deploy Wells Fargo services
external environments hir

d integrate
party seTvices in our environments,

~ Robot stomation inere:

the effi

and proce

ancy of our back-end operations,

ecdundant tasks for team reemb

o create more seamless experiences
for customers,

and behavi
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We are constantly
looking ahead,
exploring big
ideas with
innovators outside
the company to
help us shape
future customer
experiences.
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Innovative Control Tower provides a single
view of your ‘digital financial footprint’

G iodetiver custon

nal finanee; One CONTROL TOWER

is Control Tower,
" Sdigital Brancisl footprin” Shows pli
Fargo'card or account informiatio
(o irifg  this
“panties aid i g

anlitie and vobile fnancial services, their di

d potential friaricial discord

Byl integrating & more Cormprebisnisive view ot
wwhers thels Wells Farge shrds snd acedunts are
Tickeid: Conerol Tower rgan

financial information and enables

“eaidly thsnage the parsonal

e X e L L
et which devides: hpps; dnd companies have: MG ey
Setess 1o thel secount infaration viaone cantial

Pl in i § Feargio : fii
uotveisntand vectird place to mdy

Faconnts snd petform banking transactions: This

Giltal el sricdanid Tave

gfidater confiol dver where their Wells Farge secoumt

S daty is shaved: : N

A ke teriar of Wells Farga's innovation strite
i to provide new sxperiendes; not for the salka of
fiovation Bt s inprove dur diustamers’
With the ainchi of Control Tower, we Took forwaid -
3 providing custoimers diew and improved digital
b Vel




4. Risk management

global standard in managing sl
erve customers’ needs and

protect their assets, information, and privacy. The Roard
and senior executives are committed to delivering a

risk management program that meets all stakeholde
expectations. This, coupled with the need to respond
o the fluidity of the evvironmant in which we opearate,
hange and transformation are the

ile working to set 3
{orms of risk, we want to s
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sard also has strengthened its oversight of risk

management, including making the following changes
o its Risk Commitice: reconstituting the committes 1o
inchade additional members with
assessing, and managing risk exposure of large financial
eompanies, consolidating oversight of Corporate Risk

and companywide risk management activities under the

perience identifying,

helps ensure th

ranagement program'’s “new normal”

We have had a very strong record of managing
market and credit risk. However, we have not always
executed as well in compliance and operational risk,
which contributed to our challenges in retail banking,
mortgage, and auto lending We have done a great deal
of work to strengthen our complhiance and eperationsd
visk since the sales practices issues, and we continue
to refine and build upon this work in connection with
egulators.

outstanding consent orders with

We continuously monitor the environment and Interset
with requlators to identify new and emerging matters that
impact our risk management program. We recognize
that effective transformation and change management

requires the active engagement and support of all our
team mernbers, senior management, and the Boar

Here are several ways we've transformed our risk

management capabilities

As we have strengthened our risk management
function, we identified specific talent needs and
hired more than 2,200 team members §

from outside
o 2016 and 2038, inchading a

the company betwe
Chief Risk Officer, Chief Compliance Officer, and
head of Regulatory Relations {z new position).

- In M
we organize ourselves to manage risk across our
three lines of defense to help ensure our lines
of business have the appropriate structure to
understand and manage tisk and to provide
clear stanure and authority for our independent
risk management function.

ch 2018, we announced changes to how

he

- In September 2018, we introduced an npdated
and expanded risk management framework,
a foundational document detailing the company’s
revised approach to achiaving a global standard

in risk management, It defines how the company

manages visk in a comprehensive, interconnected,
and e

stent manner.

committes, and forming two subcommittees to focus on
compliance and technology risks {page 51).

We've also enhanced our reporting to the Oper:
Committee and the Board. For exariple, members of
the Operating Committee receive weekly reporting
on coneerns team members bring to the attention of
executives and Board members, as well as a monthly
dashboard that includes analysis and commentary
related to customer complaints. The company created
2 Conduct Scorecard that drives regular discussions
with executives around conduct-related activity within
their business and across the company. We als
ular reporting to the Board ou condust, team raember

provide

1

bility for managing
m through ongoing
weluding our Code of
ng (page 21) that all
team members complete annually. The training provides
interactive activities and guides team members through
situations they may encounter. We extend learning
bayaond the annual course through videos, artic
discussion guides, and on-demand reseurces to help

All team members have a respon
risk, and we reinforce th

communications and training,
Ethics and Business Conduct trai

team members identify activities that may present a
condlict and make the right choies when faced with
an ethical dilemma.

The annual training 2od online resources include

graidance for managers on their responsibilities to foster
a safe, ethical environment where team members feel
comfortable raising concerns and hol
r teams responsible for

ng themselves and
¢ ass results in
ion, Values &

alignment with the compary’s Vi

Goals.

We have undertaken multiple Srensformative risk
initiatives, including work related to our risk target
operating state, compliance, operational risk, and
regulatory consent orders. Collectively, these initiatives
and other activities will
integrated risk management program.

result in a stronger and more
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TION ON WHAT WE LEARNED

New Complaints Management model to

provide greater clarity and an integrated view

Providiag a congistent, simple, aiid tmély...
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5. Corporate citizenship

Dur goal is to be the financial services leader progress through a set of quantitative and qualitative
in corporate citizen:

bip by making positive key performance indicators. For example, in 2017, we:
CVOTY COTRmUnity we serve -

contributions to

through our products and services, operations and - Exceeded our 45 percent carbonereduction
culture, and our many forms of philanthropy. We goal three years ahead of schedule,

know our lang-term suceess s directly linked to the

success of our customers and the coramunities we + Met 100 percent of our global electricity
serve. & strong, thriving sconomy is good for our needs with renswable energy.

communities, our business, and our sharehold .
« Spent 114 percent of our contrallable

As » global Anancial services company, we procurement budget with diverse suppliers
understand our role as a community partner and and contimie making progress toward achieving
the positive impact we ean have on saciety, local 15 percent of our procurement spend with diverse
and glabal economies, and the environment. We suppliers by 2020,

sibility to minimize
social risks as a result of owr

also
environmental anc
actions and those of our custerners and partners.
We are building from a strong foundation of suscess: and provided 55 million in grants and capital to grow
e small businesses.

chnnwledge our respon

2017, we built or improved
1,000 homes for low-income sentors, veterans, and families

wddition, from 2015 througt

tory of investing in our team dive:
}

We have a long his

mermb 2 business

5, cur communities, and sustain . o
Evolving our CSR priorities through

stakeholder engagement
Our corporate social responsibility [E——
{CSR) priorities and goals

operations, yet we know that we have more work to do.

We tock steps in 2017 to refresh our CSR priorities
in light of changes to our business, new Board and
ies guide our work: executive leadership, and sdditional stakeholder

Three strategic priori

foedback on current and emerging social, economic,
Diversity and social inclusion. Help ensure and environmental trends.
that all people feel valued and respected and have
equal sccess to resources, services, produets, and o priotitize topics that are mast relevant to our

ad our

company and to our stakeholders, we condu

opportunities to succeed.

third CSR matediality assessment 5 200¢. Qur
Economic empowerment. Strengthen financial evaluation included a review of global standards,
sel-sufficisncy and econewmic opportunities in including the Global Reporting Initiative, the
underserved comrmunities. United Nations Sustainable Development Goels, the

Sustainability Accoun

g Standards Board, and the

Environmental sustainability. Accelerate the Taskforee on Climate-related Financial Disclosures.
transition to a low-carben economy and help reduce We canducted a series of interviews with 2 diverse
the impacts of climate change. mwix of internal and external stakeholders, inclading

our Stakebolder Ad Council (page 92). The
results validated our existing priorities mentioned
sbove, which will continue to drive our CSR of

The Corporate Responsibility Commitiee of our
Board of Directors has primary oversight for the

oGy

company’s policies, programs, and strategies

regarding significant CSR matters, inclucling hurhan The assessment also highlighted fssues that have
rights, environmental sustainability, community increased in importance to our company and 1o our
reinvestment, and supplier diversity. For each of stakeholders, including ethical practices and culture,
our CSR priority areas, we established long-range corporate governance, human rights, and climate
goals to further integrate corporate respansibility change risk management. These topies are addressed fn
across our products and services, business practices this report, and we are alse working to integrate these

and

culture, and philanthropy. And we assess our findings into our overall CSR strategy and
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Re-imagining corporate philanthropy

Philanthropy plays a critical vole in our CSR efforts,
and today we are proud to be recagnized as the No. 2
corperate cash giver in the U.S. and the top financial
instinution in overall giving, according to a ranking by The
Chronicle of Philanthropy based on 2017 data. That said,
we intend to do mote to increase econcimic opportunitic
in low-income and underserved communities.

In Decerber 2017, we aunounced a plan to target
$400 raitlion in donations to nenprofits and community
organizations in 2018 — an increase of approximately
40 pereent from 2017, We exceaded our target, donating
more than §440 million to communities in 2018, Part of
being a leader is to lead by example, so beginning in
2019, we will target @ parcent of our after-tax profits for
corporate philanthropy, and we are encouraging other
US. businesses to follow suit. As 2 result of our inereased
philanthropy, we are undergoing efforts to assess and

enhance the structure of the Wells Fargo Foundation,
including its governance, processes, and

c

tools to ensure we are making a meaningful impact.

Understanding and managing environmental
and social issues associated with financing
certain industries

Wells Fargo’s went to strong environmenta
and social risk management ([,SRM) supports both
our companywide goal to be a leader in corporate
citizenship and our work to continue rebuilding trust
stakeholders,

with our

We also recognize that business decisions made by
our company or by our wholesale customers can have
adverse Impacts on communities and the environment.
Cur carporate ,,\RN fr work establishes the
methodelogy, expectations,
for Lmdorsmndm(; LX ‘%'lng, and considering
sironmental and social risks associated with our
lending and investments (r‘auc 43). The frsm\owov?'
has heen incarporated into our eredit, project-Hinan:
investment banldng, securities, and consurner hnanco
visk policies and procedures. We update the framewo:
as our understanding of environmental and social ris
evolves, and we seek to adhere to global best practices
with regard to managing environmental and social visk

«d requirements

o

en

Our ESRM team, which is part of the Sustainability and
Corporate Responsibility group in Stakeholder Relations,
helps identify and porform due diligence on sectors and
transactions that have clevated reputation and business
heeause of environmental or social factors.
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{n 2018, more than 400 transactions were subject 1o
ESRM enhanced due diligence requirements. Ov average,
about § percent of the transactions reviewed annually
by the ESRM team recsive a high ESRM risk rating and
are escalated for discussion and determination. The
ESRM team also works with customers to consult on
ESRM best practic m\d help customers understand
our requirements ahd our commitment to responsible
lending as well as current and emerging best practices
for managing the risks in their industry. In addition,
the ESRM team conducts a quarterly portfolio review
to identify all in-scope relationships that require due
diligence to ensure compliance with the ESRM paolicy.

‘Weils Fargo will seek onpummz(m: to reduce or exit
existing customen relationships or refrain from entering
new relationships based on our FSRM d\w diligence,
which considers ethical, environmental, social, hnancial,
and other factors, For example, we are no longer Increasing
our eredit exposure to coal mining companies or doing
Lusiness with companies lnvolved in mountaintop

removal. In addition, cur credit exposure to private
prison compantes has significently decreased and
is expected to continue to decling, and we are not
actively marketing to that sector.

Education and awareness-building is critically important
1o envivonmentally and secilly responsible banking.
We provide training on environmental and soctal
risk management and nnpie'ﬁem programs for team
members who work with industries covered by our
ESRM policy. In addition, in Wholesale Banking, we
provide training that addresses environmental and
social issues, inchuding respect for human rights and

the lnportance of climate change.

Transparency and reporting

We are cornmitted to being transparent with key
stakeholders about our progress and performance in
she ways we integrate CSR and responsible growth
into all we do. We provide updates on our progress
1o key stakeholders ,hrmxcu ‘our annual CSR report,
which is available on the G and Reporting page of
wallsfargo.com. OGur most recent CSR report, published
in Spring 2028, was prepared in accordance with global
standards for CSR reporting.

[t addition, we communicate on an ongoing basis abiout
ignificant milestones, and other C. SR mgner% through

hmne]‘, such as wellsfargo.com, ¥

orqo’nq ESRM mpomnq, and the B

Sovern

oo Guid
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Wells Fargo’s ESRM risk due diligence process
For new transactions or annual renewals of transactions in Wells Fargo’s Wholesale Banking business,
including project-finance, investment banking, securities, and credit transactions.
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ASEETUDYI BUILDING A BETTER COMPANY

Advancing environmental
sustainability
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b BUELDIN BBETTER COMPANY

Support for communities
when disaster strikes
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6. Shareholder value
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laced trust in Well ¢
ing the company to achieve long-term value
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through a diversified business model, strong risk
discipline, efficient execut
a world-ch

56 Team.

has enabled us

Our diversified business mo
ghava of intere
We have industry-leading
distribution, both physical and digital, and we
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We have a valuable deposit franchise with $1.3 million

product set at ¢
that b

le. We have strong credit dis

o perform well through numerous
These strengths have enabled us to
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enabled

capital to shareholders.

v June 2018, Wells Farga received from the Federal
Reserve a non-objection to our 2018 Capital Plan
The plan provides us the ability to increase
mon stock dividend, subject to approval by
2 Board, and to repurchase up to $24.5 billion of
ommon stock for the four-quarter period from
third guarter 2018 through second qu
reholder returns included in the capital plan are
spprozimately 70 percent higher than aur previous
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ly commen stock di
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We recognize that
investors have
placed trust in
Wells Fargo, and
we are focused

on managing the
company to achieve
long-term value.
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CAST ETUDY: BUILDING ROBETTER COMPANY.

Efficiency and effectiveness help
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Leadership and

corpomte governance

The Board is committed to sound and effective corporate
governance principles and practices. This commitment
encompasses ongoing evaluation and improvement of the
Board's oversight and governance practices and meeting
the expectations of our regulaters, including satisfying
the requirements of the consent order we entered into
with the Board of Governors of the Federal Reserve
System on Feb. 2, 2018,

The Board has adopted Jofines
to provide the framework for governance of the Board
and the company. These guidelines address, among
other matters, the role of the Board, membership criteria,
director retirement and resignation policies, director
independence standards, and information about Board
committees and other policies and procedures, including
the majority vote standard for directors, management
succession planning, the Board's leadership structure,
and director compensation.

The Board's Governance and Nominating Cominittes
assists the Board in reviewing its Corporate Governance
Guidelines annually as part of the Board's self-evaluation
process. In addition, as reflected in its charter, the
Governance and Nominating Cormnmiitee assists the
Board by identifying individuals qualified to become
Board members and reviews and recommends to the
Board nominees for director and Board comumittee
leadership and membership. The Governanes and
Nominating Committee also regularly reviews Board
COPmMites oversic
changes to the Board for approval.

kit responsibilities and recommends

The Board recognizes that it must continve to
strengthen and enhance its governance oversight.
To support these efforts, the Board made significant
changes to #ts composition, reconstituted several Board
cammittees, amended comumittee charters to enhance
risk oversight, and continued to work with senior
management to improve the reporting and analysis
provided to the Board. Many of these changes were
informed by the Board’s rigorous self-examination,
which was facilitated by a third party in 2017, and
reflected the feedback received from investors and
other stakeholders.

The Board made significant
changes to its composition,
reconstituted several Board
committees, amended
committee charters to
enhance risk oversight, and

continued to work with senior

management to improve
the reporting and analysis
provided to the Board.
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Corporate governance framework

In February 2018, the Board amended its Corporate
Governance Guidelines to more fully articulate the role
of the Board and work it is doing to enhance governance
and ove

ght practices. The following are fundamental
aspects of the Board’s governance framewor]

Board Oversxght of Strategxc Plax; R)sk B ST Board Compositien, Governance.
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Board oversight

d under the

The businiess of Wells Farg ag
on and oversight of its Board. The Board carries

direc

out its oversight responsibilities divectly and through
the waork of its committees. The Board delegates
the conduct of business to the company”
ction of the

are led by the
management-level Operating Cormmittee (composed
f divect reports to the CEO, including the Chief Risk
Officer and Chief Auditer, who report adui
the CEO and functionally 1o the Board’s Risk Committee
and Audit and Examination Cammittee, respectively).

aificers,

managers, and employees under the dir
CEQ. The company’s business activit

d

Zistratively to

Board committees

The Board's committees report to the full Board and
ly composed solely of independent directors.

Each Board committes has defined authorities and

responsibilities for considering a specilic set of risk
issues, as outlined in its charter, and works closely with
management to understand and oversee our company's
ch commiitee’s charter i

&€ CUrTe:

key risks. A current copy of e:

available on curwebsite, hitps:

The Board has established seven standing committess:
Audit and Examination; Corporate Responsibilit
Credit; Finance; Governance and Nominating Human
Resources; and Risk. The committees act on behalf of

the Board. The Board appoints the members and chair
of each committee based on the recommendation of the
Governanee and Nominating Compitt

The Risk Committes ovarsees companywide risks, The
Board’s other standing committees also have primary

oversight responaibility for certaln specific risk matters,

The full Board recetves reports at each of its meetings

from the Board committee chairs about commities
activities, inchuding risk oversight matters, and the Risk

Committee receives regular reporting regarding current

ng risk matters in addition to other risk reporting:

or eTnerg

Independent Board leadership

In 2028, the Board separatad the roles of Board Chair
and CEC of the company and elected an independent
Board Chair. Taking into account feedback received
from the company's investors, the Board also amended
he company's bylaws to require that the chadr be ar

i S Hopi
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sendent director. Effective Jan. 3, 2018, the Board
ected Betsy Duke, former member of the
Reserve Board of Governors, 23 independent chair. The

Board believes that having strong independent board

hip in the form ir provides
hifor the
apany and the Board. In addition to an independent

e

fan independent ct

enhanced independent leadership and oversi

cot
chair, the Board has a significant majority of independent
directors, as well as independent Board committees.

Board refreshment

In recent years, the Board's succession planning
focused primarily on the composition of the Board
and {ts commitiess, upeoming retivements under
our d or
mimitment to Board diversity,

rector retirement policy, succession plans

ornmittes chairs, our
and recruiting strategies for adding new directors. In
its succession planning the Board and the Governance

A

d Nominating Committes consider the results of

the Board’s annual self-evaluation, as well as other
appropriate information, includin
and experience desirable for future Board members and
the needs of the Board and its committees at the time
inlight of the comparny’s strategy and risk profile.

g the types of skills

The Governance and Nominating Committee is
responsible for leading the director nomination
process, which includes identifying, evaluating,
and recommending candidates for election as new
directors. The director nomination process inchudes
anrreal evaluation of Board composition as part of the
Board's st
pool of candidates using multiple sour
and assessment of and meeti

ession planning; identification of a diverse

evaluation

gs with potential

candidates; and recommendation of a potential
tirector to the Board for approval.

The Board's refreshment actions over the past two
years reflect a thoughtful and deliberate process that
was informed by our company’s engagement with
shareholders and other stakehelders as well
Board's annual self-evaluation »

1d director nomina:

sses; the actions also maintained an approp
ectives and experience on

proc

balance of new pers;




The Beard elected six independent directors in 2017
and one independent director in 2019 who bring relevant
experience consistent with our strategy and risk profile,
including financial services, risk management,
technology, human capital management, clisnt

FOCESS, CONSHE

services, business operations and ¢
net retail marketing, finance and accounting, corporate

responsibility, and regulatory experience. In addition,

the Board continues to focus on the importance of

mainiaining Board diversity. As of Jan. 15, 2018,

more than half of the member

sd/ar ethnically diverse.

o

WOmenR

Board committee structure

The Roard has m
mposition, reconstituted several Board committees,
and amended committee charters to sharpen the focus
of, and reduce duplication of, risk aversight. The changes
were intended 1o allocate risk oversight responsibiliti
{ committees to provide
clarity for oversight accountability, i
lity into management’s performance addres
issues, and avoid duplication of efforis. Key chang:
made to committee risk oversight re
include:

de significant changes to Board

more effectively among Boa
great

eased

ponsibili

Risk Committee. The oversight of Corperate

Risk and companywide risk management activities,
including compliance risk, operational risk, and
inf
Risk Committee. Previcusly, certain of those risks

were pyarseen by ¢

rmation security risk, was consolidated under the

re Board's Audit and Examination
Committee. Oversight of complaints and complainis
management alse was moved to the Risk Committee,
Additionally, the Roard and the Risk Committee

1 for more focused oversight of
complisnce and techuolagy risks and in November
2017 formed two subcommitieas:

recognized the n

Cemplisnce Subcommittee, to which the Risk
Committes delogated its ove

esight of complianca
" wal

S

Sing approval of the compa:

complianee 1
the ¢

a and monitering progrs
anpany's compliance implementation plan.

Technology Subcommittes, to which the Risk
Committee delegated its oversight of te
risk, information security (including eyber) v
and dat

hnology

gement
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Risk Expertiseunder,
Faderal Resevve Standards

Forof dover divactsirs an the Boards Ris
Coimitted st the Tadeint Réssrva Boards
Fik managenient ppertiss stindard

B0 Rekregeent
: Sirtisd i Risk:
SComimiitee

asafJan: 15, 201

Governance and Nominaring Committee,
This commitiee,
mittee, has overs
ds review and report in addition to its other
oversight responsibiliti

long with the Corporate Responsibility

he preparation of this business

standa

Human Resources Committee. This committee’s
enhanced oversight responsibilities include human
capital management, culture, and ethics. The Humar
Resources Committee continues ta oversee Wells Fargo's
incentive compensation risk management program,
which was expanded to include a broader population

of team members and inc

ivve plans.

Finance Committee. The oversight of resolution

£
and recovery planning was consolidated under the
Finance Committee,

In addition, the Board reconstituted the membetship
of key committees, including the Risk Committee,
Governance and Nominating Committee, and Human
Resources Committee. Por example, the Risk Committee

previously was composed of the chairs of
Baard’s standing committees and was intended to
provide coordinated coverage of all of the company’s
key risks without unnecessary duplication; howaver
that structure did not promote refrashment of the

Risk Committee’s membership. The reconstituted
iditional members with
essing, and managing ri
1 companies as provided in

Risk Committee include;
experience identifying, ass
exposures of la

the Federal Reserve’s Fohanced Prudential Standards
for farge U.S. bank holding companiss. In addition, other
members of the Risk Commiitee &
manasgement experience in specific

ing additional sk
s, tnchading
financial reporting and rechnology/eyhersecurity.




Information flow and reporting
to the Board

T add
framewark, the Board ha
10 information flow and escalation of matte
Board as v
senior ma

ion to enhancing its corporate g
nade substantial enhancements

to the
sis provided by

srnar

emenit. Board member

continue to engage
utside of

c updates on, and leam
key rish tegic
well as the industry as
awhole. The Beard Chair and committee
particwlarly focused on agend
and coramitiee meetings.

tly with mambers of management

crion, and perfo

are

Agende and
The Board Chair
on seiting and prioritizing Beard and com
meeting agendas. The Board Chalr activ
Board agendas to provide sufficient time {or key
business, strategy; risk, culture, and other discussions,
d additional time for Be rategic
ning, risk appetite alignment, and talent planning.

rd focus on s
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Enhancements to systems and management
reporting capabilities. Pundamental to the
Board's ability to receive the right information are

changes Wells Fargo is making to its organizational
)

structurs, including to centralize enterprise funetions
Risk (inchuding Complianc

Resource nd to iw

such as

d Finance,

and data capabilities to enhan
o identify, as
@ Board. The Board has set clear expectations fo
gement that as is wre identified, they wil
promptly escalated and reported to the Board
and regulators.

management

S

{ate, and report matters to

i

Other interactions with members of management
between meetings. Our directors
and “deep di

egularly participate
with management on particular
ogy and cybersecur

Comimunications wnong RBoard members.
The Board Cha
speak regu
management between Board and com:
including to dis

r and the commities chairs meet and

embers of

arly with eac

s meeting agenda pla;
)

In addition, the Board has made changes 1o its meeting
hedule, including to increase the length of
scheduled mestings, hold more in- meetings, and
pravide sufhicient time for executive sessions with the
CEQ, Chief Financial Officer, and General Cou

qularly

sel

Feedbuck on Board and committee meeting

matterials. Board members provide regquiar feedback

L and
n, the Board
rent following

provided s » feedback to manag

the Board’s 2017 self-evaluation on needs to streamline
Board materia B

the quality and use of

maries, exe

tive summaries,
ccific milestones and

litate the Board's review and focus
monitort

on key tssu

¢ of prog:

|
e
key init:

sents, d matters, and prog

ives.

feetings with customers. Directors meet with
customers neluding through orgs
events, branch or other offiee site visits, and duri
personal visits to bank branch

&
2

several wi

Weekly updates on press coverage and current
develapments. Directors receive waekly or more
requent up s appropriate, on pre
of the company and
ourk

coverage
relate to

cUITEnt evs

siness.
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CCASESTUDYS TARING ACTION ON WHAT WE LEARNED

Board self-evaluation process:
Comprehensive and annual
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Commitment to
customers

Twe major cotiponents of our transformation are
learning from our challenges and becoming more
customer-focused than ever before. These are core to
our unified enterprise strategy to deliver excellent
customer experiences through collaborating across
business lines, simplifying our businesses and offerings;
trengthening our risk oversight and contro

5.

Our long-standing commitment to understand our
financial needs and to help them achieve
their financial goals has been foundational to our

business since

customers’

Our Consumer Strategy

Two learnings from our recent challenges arve that -
although Wells Fargo has a long history of helping
customers — our focus in the past too often was product-
centered, and we've had too many different strategies
to serve customers. For example, we had a bank branch
ategy, an investment strategy,

strategy, a mortgage ¢
and so on.

In the past two years, we have evolved toward an
enterprise Consumer Strategy, which looks at how we
serve consumers across all of our retail business lines
and products in a way that recognizes their distinet
needs. As a result, we now have a single strategy for

how we want to meet the needs of our customers,
collaberating across businesses to provide offerings
that allow customers to engage with us how, when, and
where they choose. We designed our strategy based on
customer research, analyzing cwrrent businesses in the

context of shifting industry dynamics and reviewing
competitive trend

Qur strategy is guided by what our customers tell
us they want:

- Simplicity, ease, and speed.
+ Transparency, security, and control.
«  Relevant advice and guidance.

+  Convenience and access, wherever
and however they choose.

- Differentiated value that recognizes
their unique needs.

Based on customer input and our research, we are
pursiting a two-pronged approach to our Consumer
Strategy, The first is to elevate the baseline experience
for all our customers to meet their rapidly evalving
expectations. Second, and building on that work, we
are enhancing our focus on defined consumer segments
1o ensure we meet the unique needs that matter most
today and over time.

Elevating the baseline experience

We are focusing on five key areas:

- Providing relevant and personalized financial
advice, delivering guidance through an integrated
experience supported with the right products
and services.

+  Personalizing the transaction and borrowing
experience, empowering customers with
aptions that are in line with their priorities
and transactional neads.



- Offering simple and intuitive digital and
cross-channel experiences thata it
and centered on custorner needs.

Deltvering timely issue resolution and

improving our ability to prevent issues that

sre harmful to customers

Providing eptimized offerings with
transparent pricing, enswing product offerings
are simple and custorns
understand terms,

centric with easy-to-

Differentiating in ways that matter to cusiomers

All our customer segments are important
ihey have different needs,
each one.

we have distinet strategies

Muass market. Our mass market drives volume and
seale as the largest segment. Our priority is to elevate
rience, focusing on simple
periences in all channels.

the overall customer exp

and tuitive digital ex

tablishes a foundation
building on strong pareatal

Stuclent. Our student segment o
for Hielon

relationshiy

relstionships and helping students achieve financial
indepandence.

Emerging afluent, Qur emerging affluent segiment is
the basis {or future affluent relationships, and our focus
i3 on offering education, gui
them achieve their goals.

Affluent. Our affluent segment is an area with strong
growth opportunity, consisting of customers with more
complex financial needs. We emphasize providing
relevant and personatized financial guidance, creating
excaptional experiences regardiess of channel and need

High net worth, Our high net worth segment is s
growing population with complex, multigenerational
needs. We're well

8 positioned to meet those needs
through the breadth and depth of our services.

dance, and solutions to helg
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By understanding our customers acros
and en

product line
ging them throughout their journey, we can

anticipate their needs and proactively help them with
isions as they progress. We will then be in
a better position to serve thelr needs today and in the
future. For example, the needs of our student customers
will grow and evolve over time — students will begin
working, perhaps becore homeowners, and eventually
could have investment needs, In August 2018, we
efiminated raonthly
Everyday Checking for young adults o help our vounger
tome

finzncial

service fees for Teen Chacking™ and

stable aculis.

transition into nancialh

but because

Small business. Small businesses are the eugine of US.

E

nomic growth. The majority of our small business

customers has

e a personal relationship with Wells Farga,
@ want to focus on making it easier for them ta
manage their finan ¢

and

ces and achieva 1

heir business goals
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CCRASE ‘STUQY: BUILDING A BETTER COMPANY

Expanding access to financial
products and services
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Our businesses

mary business groups:

Wells Fargo operates four pr

Consumer Banking

+ Payments, Virtual Solutions, and Innovation (PVSD
«  ‘Wealth and Investment Management (WIM)
«  ‘Wholesale Banking

Consumer Banking

Wells Fargo's Consumer Banking businesses —

Cormmunity Banking, Home Lending and Wells Fargo
Auto - are at the
addition to unacceptable sales practices in the Community
in our home lending and auio businesses
showed a need to transform the way

center of owr efforts to rebuild trust. In

we serve our
customers and clients.

To effect transformational change, Wells Fargo's
Community Banking, Home Lending, and Wells Fargo
Aute b + brought together at the end of
2017. The Consumer Banking organi

NOSSes wel

ation is forused

on lnnevat

ad transforming our business with the
center, better enabling customers to
engage withus how, when, and wherever they choose

ng

customer at the

throu

¢h 2 broad suite of finencial products and services,

Community Banking serves more than 70 million

nsumer and small business customers through'a
i

distribution network consisting of retail branches, ATMs,
and online and dig nnels. In addition to offering
financial products and services to consumers and small
through approximately 5500 retail banking
s and more than 13,000 ATMs in 36 states
and Washington, DC, Community Banking includes
teams responsible for delivering specialized support
for segments of customers with unique needs,

The afflusnt customer segment team prepares bankers
in our branch network with the knowledge and skills o
understand those customers’ unique needs and make

Introdanti

appropriate s to partnars that can serve them.

Ous Personal Lending Group offers and serviees

personal loans and lines of credit as well as private

student loans. The group also maintains a robust set

of free Anancial education tools available throu

wellsfargo.com.
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In addition to supporting skills development for bank;

in our branch network, our dedicated small business
ten Ty

ers

s offer and service lending praducts and business

nship management team serves larger
small business chients with rmore complex naeds. For

health care practitioners interested in running their
own practice, Wells Farge Practice Financ:
specialized financing and resources to help dentists,

agLip,

payrall. A relatic

s provides

veterinavians, physicians, and optometrists buy,
pand, and refinance their practices.

upporting students at the educational institutions we
erve and employees from busivesses of all sizes, the
v :

Wel program is a financial adue:
benefit offered at no cost to those clients. Tt provides
in-person finan ations and warkshops, on
ting modules for all stages of life, tools for tracking
spending and savings. support for company initiative
and a comprehensive curriculum including budgeting,
debt management, credit monitoring, and retirement

ndividual.

s Fargo At Work®

consul

e

planning tailored to the needs of sach

Cormurity Banking also Is responsible for developing
and delivering an exceptional customer and branch
experience, executing our retail banking branch
distribution strateqy, and advancing our Consumer
Strategy through work to improve the baseline

1 customers, as well as strategic
oversight of the customer segments mentioned eatlier,

experience fo

Wells Fargo Home Lending is the largest bome morigage
lender and servicer in the US, funding one of every nine
loans and servicing oune of every seven loans. [n 2018,
we helped more than 582,000 bomeowners purchase
ot refinance their homes, an

d we provide mortge

servicing for more than 8 millien customers.

¢ and indiract vehicle finahes
s and
d 10 help
nage the business side of their dealerships.

Wiells Fargo Auto is a dire

lender offering consun

Bicle financing optic

providing auto dealers the products they n
them ma

We hold No. 1 positions acrass many consumer and
small business areas, including retail deposits, debit
card transaction and purchase volume, small busines
lending, mortgage lending and servicing, and consumer
Jing. We are alse the lavgest private stude
lender among comumercial banks in the U.S. Theugh
we're pleased to be an industry leader, our primary goal
is delivering for our customers. OQur market positions
are an outcome of great work by team members who

mobile bar

are committed to serving our customers,
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Wa're proud of the work we do, but we know we ¢can do Phase One lmprovements were introduced late in 2017
more. And we're working hard every day te help cur at Community Banking leadership conk
organization better meet the neads of cur custoraers, than 800 leaders. The enhancements included:

sommunities, and other stakeholders

~ Anew fee refund protocel and s service profecol

Community Banking 10 mprove the customer and team member
B experience, reduce risk, and provide more
consistency

We've core a long way in our journey of rebuilding trust
and we continue to take important steps forward, We'

© + Redesigned Teller Customer Experience and

instituted a large number of transformational changes Banker Customer Experience processes that
within Community Baoking to address unaceeptable orovide bankers and tellers a simplified approach

sales practices and become more customer-centric.

1o having more meaningful conversations with
- e . : i customers.
One of the hrst and most bmpactful steps we took was

a necessary one: We eliminated product sales goals for - More concise, targeted, and meaningful

retail bankers in our bank branches and call centers and “huddle mestings” for branch team members.
changed their incentive, performance managerment, and

recognition programs. These changes were designed o < Enhanced leadership activities to simplify and

. Lo
focus on the custome -h to coaching

perience and team (rather than support a refationship-based appros

individnal) incentives, and th

programs are governed
But we didn't stop
there, We brought in new Comnunity Bank leadership
and restructured the team, enhanced our risk oversight
and controls, and invested in coaching and traini

for team members. All
forus on our custotmers and our te

Phase Two improvements bagan relling oug n the first
quarter of 2018 and continued throughout the year.

The improvements incladed:

by stronger oversight and conirol

- Anew Customer Relationship View platform that
provides bankars and managers with tools and

n members. Our o g 5
resOureRs to Support proactiv
and build strenger relationships with customers.

ives us renewed

ustomer outreach

wransformation is focused on the following sreas:

Customer-ceniric innovation
In addition to our Consumer Steategy work fo iriprove

- A peer-to-peer Onboarding Partnership thats

designed to promote successhl integration of new
ito the Wells Farge culture and
branch community.

the customer experien
fourney to rebuild trust was to ereate Change for the
Better {page 61). Through Change for the Better, we've

made meaninghil, fong-term change

an important step on out

team membhers |

5 that are helping < 8 new activity management framewok consisting

ce for our customers; of customer-ceniric activities 4
o making it easier for team mermbers to take greater and training

long with guidance

to help managers and team mernbers

care of themn. Change for the Better’s overarching themes have collaborative conversations to ensure team
center on teara member empowerment; simplified members are focused on the right activities to

pelicies, processes, snd tocls; improved alignment and support customers.
collaboration; and the development of innovative tools

s servies customers. ~ A nnew learning and training program that supposts

and strategies to bette
mbers thre

team me h various phases of their
We've introduced customer-centric activities that careers at Wells Farg
elevate and
cusicmears
1

the baseline experiance for
nloree with te the - A Branch Partner Stratagy guide for how
tportance of engaging with customers — having high- branch team members and partners elsewhers
uality conversations with them to better understand at Walls Fargo eam work toge

ancial needs and collaborating with partners

Fargo for a more holistic approach i

meeting those needs.

n members

her effective
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Enabled team member success

Ins January 2017, we rolled out our new Performance,
N
members fo address one of the root causes of our
sales practices issues: performance management and
incentive programs that drove behaviors inconsistent
with cur values. In alignment with our strengthened
Incentive Compensation Risk Management program
{page 27), the incentive compensation component of

am to hranch team

nagement & Rewards pro

Performance, Management & Rewards puts the fecus
on the customer experience, includes greater
oversight and controls than ever before, and helps foster
an engaging environment where team members feel
maotivated and empowered to achieve high performance
while providing an exceptional customer experience.

1k

Key incentive aspects of the new Perfarmance,
Management & Rewards program inchide:

No product sales goals. Retail bankers who serve
customers in bank branches and call centers are
instead foeusad on the o

ustomer experience.

Primary customer growth and feedback. A larger
allocation of incentives is a
primary castomer relationship
customer feadback.

sociated with grewing
nd obtaining di

it =et

Longer-term view. Metrics in the plan take a longerterm
view of sustomer relationships and incorporate the quality
of customer experiences and customer ratention.

Balance of performance. Incentive plans include
a balance of team and individual performance.

Greater participation. With the elimination of

product sales goals, a significantly higher percentage

of team members have the opportusity to consistently
ntive pay under the compensation plan,

earn e

tro oversight, g rance, and risk 5N
Better monitoring and controls have been put in place
at the local, regional, and corporate levels to mo
behavl

We've also invested heavily in cosching and teaining o
t 1 when
our team members feel properly supported, engaged,
and confident in their skills, they are more effective
leaders and are able to provide an even better experience
for our customers. For all Change for the Better
improvements, s have campleted
extensive training sessions, and new-hire training has
been enhanced to reflect the improvements.

ting team membel

One of the wa
to supportting leaders is by offering coaching and
loadership training. [n 2018, more than 7,500 branch
rs and partners completed “Coaching in the

Moment” training in locations acress the US. and

“Sitnational Leadership 11" virtually. [n addition, all
dlistr

ot managers and above completed a course called
“Coaching and Feedback in the Moment” The training
introduces a coaching approach to better help manag
build thefr skills and learn how to integrate coaching
into their day-to-day leaderst

Allof the
a0 environment where team members feel motivated
and engaged, and-customers know that we are serving

them, not ourselves.

i,

e changes are centered on the idea of creating

Increased oversight and controls
We have invested heavily in i
and help ensure that we have the right
oversight and controls in place to mont
any pote
the acti

k management to address

past issue
or and ide
ad. Amang

tial matters that need to be address
o've taken:

IS W

Treveloped the Branch Supervision program designed
e

rsight of activiti

! time"” braneh analytics and

Technology supporting

rogram leverages behavioral modeling, text
analytics, and antificial intelligence to proactively
jdentify potentially inappropriste tesm
behaviors in bank branches.

nber

- Significantly inereased risk reviews in hanle
branches to monitor and assess team membsr
key risks, banker knowledge, and
customer experisnce. During 2017, we completed
more than 450 unannounced conduct tisk rev:
to evaluate retail branch sales and service activities
to ensure customers received only the products

s they requested.

and servic

3
g
z
2
E
3
o
]
3
<
%
g

isits to unannounced vist
improving review quality and focus.

+  Strengthened Raise Your Hand (page 24) 1o help
nsure all of our team members are engaged in
oversight and accountebility and feel comfortable
and protected speaking up when they see something
that doesn’t seern right or when they have an id:
about how to help reduce risk.

on



© Developed, as part of the Performance,
Management & Rewards program, a Branch
Risk Seore that increases the transparency
of conduct and operational risk to branch team
members and has compensation impacis to branch
managers for unsatisfectory results.

We also recognize that how we are organized matters.
Having the right leaders in the right positions will help
us move forward and create the eustomer-centric culture
and environment we want in Community Banking. As
a result, we simplified and streamlined Community
Banking's leadership structure by eliminating a layer
of management, which brought senior leaders closer
to custorners and front-ine team members, improved
efficiency and risk management, and allowed us to
ensure we have the best leaders for our team.

Specialized teams — Personal Lending, Practice
Finance, Small Business, Afluent, and Wells Fargo
At Work
siructures to support changes made in the branches.
They also continue to be committed to responsible
lending. Tor example, Wells Fargo's private student
loans are fully underwritten, which means private
loan debt is supported by an “ability to repay”
determination and a majority of these loans

have a cosigner. Students and families are also
supported before and after their loan decision

with useful and timely information, transparency;

and financial education, As a result, there is only

a 2 percent delinquency rate for Wells Fargo private
student loan customers, compared with an estimated
30 percent for federal student loans. For the 2 percent
of our customers who encounter difficulty during
their repayment years, we offer a number of supportive
measures such as grace periods, forbearance, and & loan
am. We also offer loan forgiveness in
the event of the student’s death or total and permanent
disability.

have adapted their approaches and
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CLCHSESTUD TERING ACTION ON WHAT WE LEARNED

Change for the Better redefines the
bank branch business model
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Home Lending

Sinee 2009, the Wells Fargo Mome Lending team

has provided more than 12.7 million homeowners

chase a homs

with toans to either g {inance

an existing mortgage. We are the largest m

lander and servicer in the US, and while we are proud

o be an Industry leader, our success is measured by
the difference we make for our customers and the
communities we serve,

We have both the opportunity and an obligatien to
ork with partners, investors, and stakeholders 1o
lend responsibly and 1o help support and advance
sustainable homeownership for all communities. This

e

means not only delivering exceptional service to our
custamers, bat al
corununities we sarve, investing in homeownership
growth, and doing our part to lead and inform the
housing pelicy debate to cultivate a landscape that

so being engaged and present in the

expands responsible access to credit.

Buving a home is one of the most significant and Jong-
lasting f
and our team works every day to make that process as

simple, straightfarward, and beneficial as possible. Wa

selieve deeply in the role homeownership plays both in
ereating wealth and strengthening communities, and we
are committed to making homeownerst
more &

nancial decisions a consumer will ever make,

vip a reality for

ericans.

Evolving for our customers
We are continuing te transform our hame lending
@ customer-centric and to meet

business to he mo
our customers” evolving needs. We're lstening to our
custorners, learning from what they tell us, and using
that knowledge to help us improve.
oot simplicity, ease of use, and excellent

r example, our

customers exy
service — when, where, and how they choose. So we're
streamlining the mortgage process through innovation,
s we've realigned our retail sales team to focus on the
customer experience and connect more deeply with the
communities we serve.

Innovating to provide a digital,

streamlined customer experience

Technol 1 with dedicated and
re playing key roles in

cchno a - combine

T gy and da
experienced team members
simplifying and streamlining the mortgage customer
experience, especially for existing customers. Qur

tus to know them and understand their

CUSIOMETs expec

148

neads, and technology and data are helping us deliver
on those expectatior

they want to be se

rve customers the way

Based an customer feedback, in early 2018 we launched

he digital online mortgage application, which combines
he power of Wells Fargo source
interface to create a “you know me

¥

a with a digital

experience that is
compelling for current Wells Fazgo customers. Whe
logs into the online mortgage
ication, the customer won't be asked to provide

a Wells Fargo custamer

app!
certain information that we already have in our database.
The online morgage application is integrated with our

sales team,

iving customers the option to engage with

a specialist at any point during the process

Technology als
experience by streamlining labor- and time-

helps us enhance the customer

ntensive

es like

proces ata and document eollsction, enabling
our team to devote more time to hands
servies, Alded by innovative technologies lik
data and the online mortgage application, our team can
have more valuable conversations with customers, spend
more time discussing what they need, and ultimately
help them make aducated and informed decisions
about hameownership.

on custerner

source

Focusing on delivering

exceptional customer experiences

As our digital capabilities expand, we're also honing
our focus on sexving customers through the industry’s
largest distributed sales team. One of Wells Fargo's

key differentiators is our ability to combine the power
of technology with the strength of our team 1o provide
customers the choice and level of service the
and we are taking steps to maximize that strength by
organizing our team around the distinet needs of the
comsunities we

expect,

orve,

ail sales team to remove

In 2018, we goed our
management layers, drive greater efficiency, and

strengthen our custorer focus by helping leaders stay
lose to the customer as possible. In addition to
creating a dedicated position to oversee the teany, we

88 ¢

created a new market manager role to consolidate what
previcusly were two levels of management and help

tailor our outreach and service to loal markets arcund
the U.S. Nearly 50 market managers were s
the first half of 2018, ensuring that our team is positioned
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10 connect more directly with eustomers and deliver

rvice tailored around a community’s distinct ne

gy teany's slignment with Community
Banking and our companywide Consumer Strategy are
ding in our efforts to help more Wells Fargo customers
financially through homeownership. By working
ership in new and deeper ways with Community
o are advancing Wells Targo's efforts to align
around customers’ needs instead of fuct
lines, with a focus on delivering service that helps our
1stomers the r fine

SUCCEE

partr

und prod

sughout it

where they are

cial jowrney. We are
Meeting customers whether that's
in a bank branch, face-to-face with & home mertgage
consultant, over the phone, or enline — and facusing
avery day on leveraging all of the strangths of the
Wells Fargo enterprise to deliver an exceptional
customer expe

fina

fence.

Advancing sustainable homeownership

Our work to advance sustainable homeownership
refiects our view of homeownershir
fnancial s

as a pathway to

s for communities,

Addressing issues and making
things right for customers
As part of our commitment to identify and remedy any

issues, we are closely monitoring aetiviti

our businesses. Described below ar

that we are addressing. We are sorry that these erro;

across all of

e ssues we ident

oceurred, have made changes to prevent them from
happening again, and are remediating customers for
financial harm. The information below is as of thi
quarter 2018 {please refer to our public filings or ot
diselosuras for any updates).

Mortgage interest rate-lock extensions. in Qctaber
2017, Wells Fargo announced plans to reach out to all
Home Lending custorers whoe paid fees for mortgage
rate-lock extensions requested from Sept. 16, 2013,
through Feb. 28, 2017, and to provide refunds, with
interest, to customers who believe they should not
have paid those fes

A rate-lock extension provides a
borrower an extension on the pericd of time for
a quoted morigage loan interest rate is valid,

and a key diiver of the US. economy: To help communities

recover from the housing crisis and as part of our focus

on assisting vulnerable communities, Weils Fargo

ined forces with national noaprofit NeighborWork:

Ameries, its local affilistes, community-based nonprofits,
and city officials to create a suite of LIFT programs
{(NeighborhaodLIFTS, CityLIFTS, and HomeLIFT™).
Since 2012, the programs have combined down payment
assistance, home lending, homebuyer education, and
other support to help create nearly 20,000 homeowners
in 86 communities (page 85).

We also are advancing homeownership among first-tine
homebuyers and low- and moders

©IRCOMEe CONSUMEers
through product offerings like yourFirst Mortgage,
whick was developed in cooperation with Fannie Mae
and Self Help, That program i designed to opea the
s by offering
a low down payment and a closing enst credit for ef

doos to homeowmarship for more consume

gible
ste HUD-approved homebuyer
education or counseling programs. More than 50,000
Wells Fargo customers have used the yourFirst Mortgage
wnch in 2016,

enstomers who comy

program

We are sorry

that these errors
occurred, have
made changes to
prevent them from
happening again,
and are remediating
customers for
financial harm.
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The plan to issue refunds foliowed an internal
review that determine

s rate-lock extension polic

implemented in September 2012 was, at times, not
ting in some borrowers heing
charged fees in cases where the company was primarily
responsible for the delays that made the extensions
necessary, Efective March 1, 2017, we changed how we
manage the morigage rate-dock ¢
establishing a centralized review team that raviews all
rate-lock extenston requests for consi:

consistently applied, re:

ension process by

ent apphication
of the policy.

of the rate-

tial numbe
s during the period in question were
appropriately charged under our poliey, we have issued
refunds aud interest to substantially all of our custome:
1 rate-lock extension fees during the period in
ion h*mu se of our custemer-oriented remediatio

hile our remediation plan remains subjec
gulatory dppmw“l we believe we have substantisl

Although we believe 2 substant
Inek extension fe

who paic

ques
approach.
to I

completed the remediation process.

Mortgage loan modifications. An internal review of
the loan modification
wnderwriting tool identified a ealeulation error regarding
foreclosure attorneys’ fes
that were in the foreclosure pro
2010, and Oct. 2, 2015, when the e
A subsequent expanded review identified relate
arding the ma:

ompany’s use of a mortgage

accounis

; affe

cting cert:

ess hetween Bpril 13
cted.

X
s allowable foreclosure attomeys
fees permiited for certain accounts that were in the

forsclosure process between March 15, 2010, and April
30, 2018, when v splemented. Similar
to the initial caleulation error, these errors
overstatement of the attomeys’ fees that were included
for purposes of determining wheth
gualified for s mongage loan modification or repayment
plan pres

SIEOY WS o0
<

2w controls we

& oustomear

suant to the requirements of government-

d enterprises (such as Fannie Mae and Freddie
Federal Housing Administration, and the U.
Drepartment of Treasury’s Home Affordable Modifi

03

sstomers were not actually charged the

 fo

Progr

incorrect gttorne

con together and subject
dation, approximately 870 custor
5 loan modiheation or v
ed 2 loan modification or repayreent plan in
ould have qualified. In
approximately 545 of these in
motification was denied or the customer was deemed
ineligible to be offerad a loan modification or repayment
plan, a foraclesure was o sted. We have contacted a

substantial majority of the apt broximately 870 affected

As a result of these errors,
to final vali
incorrectly denied

cases where they otherwise v

nees, after the loa

customers to provide remediation and the option also
10 pursue no-cost mediation with an independent
jator. Attempts to contagt the fected
customers are ongeing. Also, cur review of thess matters
is ongoing, including a review of our mortgage loan
fieation tools.

ks
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STUDYEBY

CASTE

LG B BETTER COMPANY!

Helping people stay in their homes
when faced with financial hardship

Sustainable homedvmerstip starts with

feriding wnd Undetivriting that holps risare bth
socess o oredit for dualifed buyers Bnd icsiable -
servicing portfolicl Wells Fatgs has asirong
sbord i thig dres; Ninety S pevaent of
Fbioim weirs, i our SErvicing porifolia Are cient o

theirmoriys o
+ delinquency ratesiare wall below tndustty exveréges.

Bt Brobligation o Lu:.mmex* doesiviend after’
&, Iozm i ungmale and ot team s cox‘“xmneu
+ Saoing Brancial hardaki

o lild vhanqes that impact their ab luy o makc
migrtgage pumem

Wk hard o Kesp dur Sostemeed i Bai it
swhis thity Sneouited Siveial difhiol
if theyivi asked Tt belp befaral We e

R

Sur Gustemers totalk wnh uE a5 5007 as thass
Bifficulries amarge: Our hiams lendiri 1

& hoak mochﬁcanon. i 4 sistiier dat sl

are tratied (olisten T eustoTiers s thatwe'ear

batrer, Pehairinigus nabcial
and apply that undwrsm:\dinq © provide the best
mreod) and Wi aio viork in dn £ parnersm with'
housiog counseling oxgummmm that often serve
w6 thie first point of cortder forekioimers whe'ate

O\ps\r sneing financial Hsrdsh

sitiatis

P,

Aftes we spisak with costomisrs facing fiimiak
hardships, we seild e s packet to sxplain the s

sl

ens ierigage hesahsa ol s finaheial
i ;rdﬁhp ‘and Wanit to stay in the Tioine, we tnay,
B ablets change cettai berisis of thetloan =
such as thel it vate'of the tee allowsd
& £ g ke payi i
AILUY(L!J;& it e wré nultiple: loar wisdite
rofrans svailably that offer difeen shtionis

iffevent Sittsations;

T
ot alls

Fot Baowars, :
Caigant to helpy peopls kedp theit Homes wher
fading dsigrificant tardship. N

Sptions available i

s customer e

1he hoine; the hofé

o thernn, Custoriars wha fice fo
{ietin Rardshins ave sisigied o howe predaivation .
“specialist who acts asa singie point of contact fu.
the custoirer.

I aviary Sase; our gval 1 1o Keep p“\}p]c G
homes: Here dresarigiaf tha options t}m we '){fn*

Tve identify sptivne othet szm foreelostine = wigl

pressriation i thilie
as @ “shory sale” or'deed inliew of Torselosire =

cause we View forecioaiing g a last resart Hia
Walls Fargiorsarviced property has 1o ba vacated: we

&

2wl workewith the dustomen 1o provxde Felocation

Fahee plan
uces thiamotint of: the

i P i

custamers reghlar monthly muntgsge.

paymisntita life specred e decrodi

- aeustomics cash-on hand in the ment futira.

 Most oftert; it 15 used in Himes of temparaiy
Hardskip: ke inerployrisnt 7

vent is'e

« Repayment plan. & cistomer (alls behind
ks hacause of 5 Temy havdship.
But'is wow. in s hettér pasition, frigndially, a7
repaytiient Pl may previde s manageable
i 10 rateh U ¥

assistance and work with local sovernments and
CORRNRITY GROuPS 10 preserve Bieighborhonds,
matntaining the hoime's conditian \}\fquh Tegalar
yard maintenance, property-ing 'n:ctxoni L paating
an ;G‘{hl»‘r néaded repairs: No mtter what, we watt
fo-do what's bast-for each customern Part'of that ™
e Being there for e dnd el combtun
Sohen they face challariges: :
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CASE STUDY BUTLDING A BETTER COMPANY

= ‘I{Ielpin‘gi‘peopl‘e :st‘éy‘i‘n their homes
when faced with financial hardship (Cont)

ket and Jong e frsucial Rardshipsiean be 110 Whena cusicirier ayinent; an accowhi
Catibed by i uneipeeted life vent; loss af i ol S e .

dndather chang circlmstancs

‘When hardship happens

T ithoraisa §§or§tgrm‘hmdshi§: 5 Tfthavaina long-term kan‘ighip::

-

P PR PO Y

B T T e

‘When the necessary documents and information are provided,
we typically are able to work out a modification for approximately
seven out of ten customers.

Tor questions or to d

35 optiens, o
Home Mortgage Servicing Center at ¢

our
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Wells Fargo Auto

Wells Fargo Auto is part of Consumer Banking and

is ong of the leading auto lenders in the U.S. for new

and used vehicles. We've been in business for more
than half @ century and today serve 3 million aute
loan customers and 11,000 dealers, Wells Farge’s auta
lending business is in the midst of a comprehensive
ormation aimed at improving the customey

aler and consurmer), increasing
omer, managing risk, and
tainable model for the future.

W are making lundamental changes to address past
issues in auto lending and build a business, team, and

culture positionad to serve customers well into the future.

One of the most visible signs of this transformation is the
rollout of & new name: Wells Fargo Aute. The new name
is ynore than branding; it is an out ion of our
commitment to serve both consumers and auto dealers.

ard refle

Combining indirect and direct auto lending
I November 2017, we announced plans to combing

indirect and direct auto landing inte one team — a stspy
that refects our redoubled focus on being connected

to our custemers, no matter how they come to us. This
change is designed 1o build capsbilities (including new
digital capabilitizs) to better se
and make their experience with us more consistent.

rve consumers’ needs

Centralization and srandardization
Wells Fargo Auto has centralized back
functions 1o create g tency and manage
risk. A key compenent of the centrali
was the consolidation of 57 Reyional Business Centers
completed in March 2018 - and the creation of
+] hubs, This pillar of the tansformation
simplifies change delivery, reduces operational risk,

&35

ater consis

ol process

leverages enterprise infrastructure and standards,

fmnproves consistency, increases career development

oppertunities for team members, and creates seonomies
of skill and scale by colocating similar fanctions.
In-market customer relationship management
While hack-office functions were centralized, Wells Fargo
Auto is maintaining distributed, in-market dealer-facing
sevvice. For example, sales and relationship tearmns will be
customers throughout the T

kept close to our de S,
ensuring that even as we beeome more effiient through
consolidation and centralization, the level of hands-on

market-specific service we deliver to our customers will
remain high.

We are making
fundamental
changes to address
past issues in auto
lending and build
a business, team,
and culture
positioned to serve
customers well into
the future.

Culture and leadership realignment

Our work te address past Issues and build a sustainable
model for the future has included significant focus
on our eulture and internal leadership. We have taken
a holistic sparent,
and inclusive environment where team members are

empowered and feel informead.

approach to create an open, t

Under new leadership, Wells Fargo Auto has

undergoing a function: lignment aimed at mansgt

risk and crea

nvestment in th

e operational ri

management function and have committed to providing

team members with opportunities to engage with

s via town halls, internal social media channels, &

Transformation Council consisting of 50 Auto leaders,
participation in the enterprise Raise Your Hand prograrm,
and more. Senior executives also are spending meore i
in the field with team memb
decision-makir

leac

and we are empowering
ganization. The
result is enhanced accountability and a focus on doin

what's right for customers.

deeper within the




Credit and pricing automation
We also have addressed credit risk by beginsing to
some credit and pricing processes. This has

automat
led to signif
and eonsumer customers while also enabling us to

antly greater transparency for both dealer

e within the enterprise tolerance for credit risk.

opel ¢
Automation has helped ws strearniine funding reducing
i and the time it takes to
lors and consumer

the comple
fund a loan. This s good far d
. and {t alsc beneflis our team.

Ut

innovation

While rmuch of our transformation is about building
a stable foundation, we are capitslizing on emerging
opportunities threugh technology and innovation,
Customers expect seamless integration of platforms

hetween their bank and the aute dealership, and we are
schnologies that make that integration
ng
advancing our consumer focus with

investing in t
smoother. We also are developing full eContrac

capabilities an
a digital, direct-to-consumer platform that integrates

dealer inventory.

Addressing issues and making things
right for customers

The company is reviewing practices concevning
ination, serviving, and collection of cons
atomobile loans, ineluding matters related to certain

ow is as of third

1

insurance products. The fnformation be!

quarter 2018 {ples
disclosures for any updates).
R %

- Indulyz 1t would
rernediate customers wha may have heen
fnancially harmed hee { es related 1o
autornabile collateral protection insurance (CPD)

policies purchased through a third-party vendor

an their behalf (based on an understanding tha
the borrowers did not have physical damage
automobiles as

le

7, the company announce

insurance coverage on th

vequited during the term of their antomet
loans). The practive of placing CPI had been
previously discontinued by the company.
Commencing in August 2017, we began sendiiig
refund checks and letters to affected customers
threugh which they may claim or otherwise

o remediation compensation for poli
30, 2016

raced
placed betwesn Oct. 15, 2005, and Sept.

+ The company has identified certain jssues related
2d portion of guaranteed automobile
agreements betwes

protection waiver or insurancs
the dealer and, by assignment, the lender, which wi
result in refunds to custemers in certain states.

154
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CASE STUDY  TAKING ATTION ON WHAT WELEARNED

A Center of Excellence focused on
members of the military and their families

O July 20,2018, the Ldsral thm of the
Cotmpirolles ot the Cirredidy andotinced it was
Clifting s consent qmer fegarding WellsiFargo
service 16 tembers of the milirary ard thy
Spacifically, Wells Firgo suceesstully completad
the téquiterents 1o comply witha September 2018
order relsted 10 th cemembe it Relief Act
(SCHAY & Tiw infended 15 ehee the Gnancial birdet
o service membérs

while 1hpv Bre O Retive ity

WHAT

TWHY

IMPROVING SERVICE TO
SERVICE MEMBERS

The lfrinir of the arderis i large part attributsble:
to actions we tok to Cretite an SCRA Cehteroh: RESULY &
ol iz the SC‘(A e that takes
place seross the eompany. ; R
Milestonesined Gth 723
Cénter of Exealisnce : SRR N
We staffed the Ceriter ‘3& Eesll Support forser x.emen‘bers and vetemns
@ i v fodts et o Wells Farge's support.for members of the military and.

siriate SCRA b"nLﬁL\ and
o sirvice membars,

W hade Slgnifeant chi
iricluding daily hid Guarterly
Defanse Departmie g
Datw Center databass to. 1defmf_v customiers
whi are'on active duty.as well a5 ctstomers.
who have a change inemilitary status:

*14 2017, Wells Farge proacnvely prov*d?d
interast rate banefl 19.000 siew servi

otherwise be requited by the SCRA)

We have deliveréd remediation finds 1o
rvice rémbers as required wnider the OOC
<Gonsetit Grder: Refund smournts v
ona customer’s individual sitaation bm
qenerql,y incloded refundsof fees; adist wx
Balances o Gthér monetary velief;

Although'ive ha

ihien e B drroth e fake staps te address
et anid ke Wingd ight, dnd e dontine
o work with the 3cparmom of Jhstice 1o
resolve the fmak outstanding consent order
relatéd toithe SCRi\

vmterans reachies Heyond our'work on \C!\A Other,

mﬁucad SCRA V\')larions‘, :

U Brvide team smerebers Wit develapmient .
v hentoiing, lmée'qmpemaqewem nctwcr ng

ss\xr\nor( an IpOrtant Caium ity cluds-

Botated toré than 950 Homes, $alusd At
riore than, 365 million to veterans lert)ug:,]xom
alb5an e

Hanated more than 347 million'ta 'mh
and veteranitelatid nonprvfltsm a3}

Hiredr Faore thar 8300 veiéran testn hambars
and partidipated in more than Loso military job:

+ fairs siice 2012, M\/r«é than 200 Well§ Farga team

silitary loave atany. given tirne:

and'c rrunitiel thicuigh

i Veteriig Tedni Mmﬂb £ Network, sehichi has

MOTE. nm 7360, Mk TS mapie-

Launf’hod Hunds on Baling
afroe fiancial education prograsii thiat b bé
viewed by Tnos than 440000 service nembers
sinee July2013. : .

&ponsomdﬁn donation nf tore than

i5 i vehicles :
2015 through the Military Watriors Suppoit
Foimdation’s TransperationgHetees prograts
fot wortnided veterang aid Gold Star spases.
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Measuring our progress in Consumer Banking

nsformational changes we've made and continue
mer Banking have gamered positive
nhers, and
momentum

The tra
to make in Const
feedback from our customers and team me

we are optitistic that we can build en th

as we continue our journe

using many metrics to measure results and track

including eustomer loyalty and branch visit

tion and account activity. More than 318000
or experience sirveys were completed

ourth quarter 2018, with both “Customer Loyalty’

g »

during f
and “Overall Satisfaction with Most Recent V3
up from the prior quarter and reaching a 24-month high

' scores

I

sember 2018,

Primary consumer checking customers {customers wha
have a checking account with Wells Fargo that they us
regalarly for depnsits, purchases, and payments), for
example, have grown year-over-year for five cor ive:
auarters, as of Dec. 31, 2038, This is an indicatien
that we're establishing meaningful and long-term
relationships with custorers, and more customers are
using Wells Fargo as their main finencial institution,
We continue to ses improvements in primary customet
retention, and growth in new checking customers overall

is being driven by digit
our consumer checking customers do not pay & monthly
fes, which is consistent with our goal of having more

Approximately 90 percent of
PP Y90

primary consumer cheeking custamer

Teller and ATM transactions have declined, reflect
irtual channels, while
digital secure sesstons have increased. These results
reflect the changes we're

hest meet the evolving needs of customers. As part
of our branch optimization strategy, we are planning
to decrease our Comrmunity Bank hranch network ro
imately 5,000 locations by the end of 2020,

continued custorer migration ta v

king in our business o

BppEo:

{n Home Lending, our efferts te improve the mortgage
anovation and technology are

expervience through i

onating with customers. The online mortgage

launching in eatly

pplication has grown rapidiy sinc
2018 — in December 2018, 30 percent of total retail
mortgage applications were submitted orline, We're
al
metrics that show where we're exceeding our home
lending customers’ expectations and how we can

so measuring our progress by tracking net loyalty

continue to improve.

Payments, Virtual Sclutions,
and Innovation (PVSI)

‘We created PVSI in October 2016 to sccelerate

s Farge’s digital transformation se we can better
serve pur customers and stay ahead of their changing
expectations. PVST brings together Walls Fargo's

zsses the

pagments bust

< Consumer and §
and debit card offerings,

ate label credit
ds, s well as our loyalty and rewards program

-« General purpose, co-brand, and priv

. Treasury management services for our Wholesals
ous

e

- Payment processing services for husinesses
of all sizes.

In addition, PVST inchides:

- Virtual Channels, which provides digital
and chat service

- Operations, which supports our pavments
ing, account
cash services,

inesses with ¢t

eck proc

raconcitiations, wire trens
kbox services, fraud prevention and elaims,
ATM operations, legal
posit operations.

mage services,
&

nd

ooessing,

st of change and.
tes across

+ Innovation, a major cataly
champion of emerging technelo

the company.

In total, our PVSI busin
Wells Fs

tagethes, we are able to leverage o

esses touch virtually ev
4o customer, By bringing these businesses
1y strengths

of Wells Fargo - our large consumer scale, deep
relationships, lead esitions in payments, and

an ongaged di

tal customer base ~ to drive
transfermational change. )

Innovating for our customers

1 for wany
d more than

fast becoming the praferred chann
of our customers. At the end of 2018, we b
ilion digital (online and mobile) active customers,
ng. Three-quarters of all of our
customer interactions are through our digits

29 mi,

and that number is grow

Customers are viewing their balanc
depositing checks. paying bills, and more -




PVSTis driving innovation across the company by
nvesting in emerging technologies and leveraging

can maks i
ster, smarter, and safer
We are guided by the voice of our
tomers. They tell us they want us t

sur digital channels and a

8eLS 50

digri

binking fa

tome;

and fast,

ngs simple, easy,

nsparency and control

wble them to move money and make

paymants stantaneously.

1 them make the right financial decisions
N

e moment, and over time.

they need them, wherever they are.

of innovation

«  Ensura we keep up with the pace
they are seeing in their daily lives.

In tesponse, PVST is foeu
casy for customers to start a relationship with us or

od on making it fast and

welass

open a new account digitally, providing best-
digital payments, delivering persenalized advice when
and where customers need it, and giving customers
easy access and connections to their accounts

and information.

Digital account opening experiences

ingly prefer to start a relationship
open an account digitally. Today. we offer fasy, sasy,

Consumers inere

or

ences for

andd

cure digital account opening experi
gage, credit card, and merchant services.
Qur digital ace ng expertence for our most
popular che:

deposits, mo

o cking aceounts takes minmates from the time
& customer starts the app 1 the
used. We als lined digi
for eligible small merchants who want to process card

ceount can

have & st

}application

payments through Wells Fargo Merchant Services.

+t their squipment and complete
the application in mimates, and in most cases, receive &
prompt response, Upon approval, merchents’ selected

Merchants can

y equipment is set for dedive

proces
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Digital payments

ments is central fo our
We offer customers a tar

Making and receiving p
cugtemers’ financial
credit cards to aves

from building o
items

g big-

atting cash back on purchases and earning
rewards. The newest card in
Propel Awmerican Exp

, complements our
providing more value for the
things they alres 3
like travel, transit, eating out, ordering in, and popular

streaming services.

We support a wide variety of mobile wallats so
customers can use their Wells Fargo credit and debit
cards to make mobile payments, and they can use the
Control Tower function (page 38) to track and control
the digital connections they've sstablished to

rards and accounts.

e integrated the Zelle pe
our mobile app so customers can send payments in
minutes to friends, family, and people they know and
trust with & US.-based bank account. For businesses,
we offer push-to~card dishursement, which enables

@ company to send payments almost instantly to

a customer’s debit card.

an-to-person service e

With our fortheoming Pay with Wells Fargo experience,
1o app
qur custorners do the most — make payments. Customers
will have convenient sceess to commmonly used payment
1ools like Zelle, mobile wallets, bill pay, transfers, and

mobile deposits - before they sign in to the app. And we
plan ta enable customers to use Pay with Wel

we are organizing our mok rerface around what

¥ s Fargo to
ickly and sasily donate 1o a charity of their choics.
quickly and easily donate 1o a charity of their choice.

Customer-centric tools and personalized advice

Many customers look 1o 1
into, contrel over, and

1o help them gain insight
kill in managing their mow

iding services like Overdraft

in addition to pro

Rewind and autormnatic zero-balance aletts {page 74)
that help customers better manage their seconnts
and avoid fees, we are leveraging technologies like
artificial intel
and guidance in the moment.

igence to provide personalized advice

The predictive banking twol in the Wells Farge Mobile app
continuously looks at a customer’s cash How patterns
0 generate timely, persenalized pointers and insights.
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funds so they don't overdraw t}
and we bring to their attention out-of-pattern sp
1 a particular category or merchant. Other features,

p customers increase their

U
like inte

use by Wells Farge experience
even more Ainancial supportto ¢
who need i, like students and oth
banking, people who have several income sources, ot
ularly. The Greenhouse app

s to become more hands-on

by providing interactive help with
allocating money for bills and day-to-day sper
1l as in-the-moment notifica also

omers

15 who are new to

Easy access and connections

ns for how they want to
re infl ed by the technologies,
they use in their daily lives. For

omer expecta
teract with us
like sn
example, many
50 we offer messagi

ormers prefer texting to talking,
ogy to
jarway to interact with us.

1echn

ive custorer

a fast and fam:

We: are introdu
in our mobile app as ane aption for our customers who

prefer texting fo tatking. The Banking Assistantis a
chathot that can vespond to cettain custemer servicing
recuests and frequently asked questions. i a custom
mplex need, the Banking Assi
make a seamless handoff to a banker or direct the

has a mo tant can

tance, the G app is designed
te not allow overdralts, so customers can’
than they have in their ;

spend mote

OUNES.

We are making
investments

in a number of
next-generation
technologies for
use across the
enterprise, for all
of our businesses,
at scale.

customer to call us. This ex
interact with customers on their time, and through
their preferred cor

rainioation ot

We're also leveragin
connectien to their s te simplis 4
nees for our customers across all channels
Tike using our mobile identity management platform
at our ATMs and branches.

Customers et access our ATMs without theiv
debit or ATM card. They can request a one-time
acoess code from our mobile 5
1o any Wells

M
they can use
d in a supported mobile wallet and

that display the “contactless” symbol
their debit
their PIN.

+ PIN pads that 4 v contactless symbol
cur hranches enable customers to use t
card in a supported mobile wallet to anthanticate
with their phone.

eir debit

These innovations aren’
our CEQ Mobil
and approve payments, make deposits, manage cormercial
cards, and monitor accounts from almoest anywhere,

rvice,

Investing in new and emerging technologies

Powering all of our digital experiences is our platform
for innovation, We are makir
of next-generation 1 ologies for use across the
enterprise, for all of cur businesses, at scale.

estments in & mumber




v managerent platform,
g make authentication s
all of our cha

mpler for

and processes.

Artificial intelligence (A1) other impertant
technology that is powering many of the personalized

experiens

5 tool,

s wa provide. Our predictive bank

Intuitive Investor, and eenhouse app all leverage

Far

use Al inside Walls
pravent fraud

o to help us better detect and

embers with o

mplex

Application Programming Interfaces (APIs) make it

jer for customers to connect with us. For example, an
APl allows customers to apply for & Wells Fargo eredit
card account through third-party sites where they may
be researchin: dit card features and of
Wells Fargo Gateway APIs make it easy for ba
customers o Integrate ow banking services directly

writhin their cwn busin

o systems and daily workflows

stments is to make banking
er, and safer in whataver channel our
choose to engage with ug ~ in g
& hranch, with a phene call, ot digitally through
a mobile device or computer.

son at

Measuring progress in PVS!

Ty our

and con
ad services help ki

< balances,

We measure progress in a number of way

payments bu

505, new experienc

improvements to our preduct

CUSLO;

mers engaged

transaction vohs

328, an

Since we launched Zelle, we've seen steady increases
inpe
:

OM-tO-persan = vohimes. And customers.

rinue to it e their use

th

of remote deposit
captire through our mobile app.
W also look at the pace of custorme:
TINEE W
expe around the ne
then we test th
ta gather fee
a full rollout. ure we are delivering
experiences customers need and value.

adoption of pew

e

ng te market. We design avery
of our e

o with team mermb
make refine

ments before
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Our goal with these
investments is to
make banking faster,
easier, and safer in
whatever channel
our customers
choose to engage
with us — in person
at a branch, with

a phone call, or
digitally through

a mobile device or
computer.
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CHSESTUDY: BUILDING A BETTER COMPANY

Helping customers avoid
overdrafts and fees

In'a digital world; tusiomers expedt mare e “The amonﬂa(’c alart memd&. Sn the van nry sftext and
tratisparaticy inty theif actount activity and sinail alerts that custorisrs have beeh able toenoll -
i real-tmainiormation to help them 0100 i or d nurmber of vears; T 3018 we S6Rt AR average .

e thisir rioney: So we he delucsd of more thai 7 il slance and customer:
it featires that help cstom spenibic balancs alests permonthy provrﬁmg Surmare;

s avoid

oueidralts and fees L ithan 2o wilioh digital (online and mobile) active
: : i lipoetan L mnagereT 0L
fe Resind : e i
Siners told s that they weré fr s Overdraft fees

rdt fées for dny
The new. er fransaction”
ihisie sestint So we created Overdnel Rewind 0 thrmhnic co'x‘.p?emsx\*" the ban}x r\ng pchcy of
a featiire 1§m mnomanc’\]ljmr]vqe. the amount
Cofihe Py liréct depositina E ofy
' transactions t}m resulted inmn

oV

Hoirred i ove

ekt paychéck was electronically deposited into

In201y Wells Pargo

501 1658 wRd no eme
funds'at the énd of fightly processing: lish
ok lp eustomers S that wonl
iy i ‘mm e .

)Jersu;the corresponding fee Thig
s overdrafts that are s

. sko Hext day. Custorers 46 not nsed to mkw.my

AELER 0 ecaive the Ber

Tri 2018, Ovierdreify Rewbid helped migre than
2.2 million clistormers avoid wvertralt charg

Automatic zero-bulance alerts .
v ine 2017, we launched zero-balanve alarts to
automamal ly sk onitite mnNng cistomets by

“(k(— & dopocu o traister

head of




Wealth and Investment
Management (WIM)

Wealth and Investment Management is one of the
leading providers of inancial and investment services
irr the U.S. More than 30,000 team members manage
savings, investrments, and retirement assets for 7 m
individuals and institutions.

Hion

WIM serves an important role in the economy by
belping people grow and invest their wealth and

savings — for their own benefit, for their family's, and

for soclety’s. From our perspective, supporting clenis
is our duty. We focus on developing deep personal
relationships with clients and getting to know their risk
tolerance, Ae a result, we'te better positioned to protect
and grow our clients’ hard-earned savings so they can
pursue their life goals.

WIM offers a range of services through five core
businesses that have combined client assets of nearly
Wells Fargo Advisors (our retail broker/
dealer), Institutional Retirernent and Trust, Wel
Asset Management, Wells Fargo Private Bank, and
Abbot Dovming (our boutique family-office offerin
in addition, Wells Fargo Investment Institute suppe
to h

32 trillio

s Farge

WIM by providing market research and analys

congtract and inform client portfolios.

Transforming our business

Today cur business is facing some major chan:
inciuding demographics, technology, competition, and
recnilation - that are shaping how we'll support clients
in the future. We're seeing a demoygraphic shift of
tectonic magnitude: Aging baby boomers are giving way
to Gen X and millennials, and eur clients and prospe
ng increasingly diverse. New technol
are contimuing to disrupt the industy, competitors that
have adopted new technologies are winning a growing
share of the market, and the regulatory

s

QYE oW gles

NVironment
i increasingly chalienging and complex.

For WIM to grow, better serve our clients, compete

in today’s dynamic envivonmest, and reach our full
potential, we've committed to transforming our business.
We will do so by implamenting changes that simplify
how we work, enhance risk management, and increase
investrnent in technology and intellectual capit

& Starddrs £
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Key focuses for our transformation are:

. Simplifying our frontline client businesses

Implementing commoen operations and pre

cesses.

Streamlining product delivery to improve service
g 3
ok

and reduce operational sk,

ting in technology and digital capabiliti

+ Concentrating on core businesses, suparior

investment strategies and solutions, and
utstanding client service.

To enhance the control environment and bring issues
o suceesstul closure, we continue to focus en;

Centralizing, simplifying, and automating
cperations and controls.

< Ensuring compliance with pol
with clear roles and ownership,

ies and procedures,

Ensuring new or modified products 2

d provessas
do not intreduce manual complexity and the
potential for new iss

Engaging key stakeholders at the outset aned in all
stages of

ssue remediarion.

Forming deep relationships with clients

Ensuring every client has a relevant financial plan helps

created
ur affluent
Planning
~ whether theyre

them meet their fnancial goals. That's why we'y
or updated financial plans for 70 pereent of

sl

and high-net-worth elients over th
is & common thread for all our clie
g for revirement, saving for their first home or
ildren’s education, ot taking s
wealth for the next generation. This focus an advice and
planning capabilities helps us deliver hetter outcomss

prepari

their o} 15 {0 preserve

2 better client experience.

Qur team mery
relationships with clients that deepen over time as we

meet their evolving financisl and life peeds. Recent
ationships include providing
the right service based on clients’ needs and secruiting

bers seek to establish long-term

afforts ta enbance client




ice

Giving clients the right ser r their needs.
Investors have different needs. and various wealth
levels have different levels of comple \ry With this in
2ind, Wells Pargo Private Bank is implementing new
approaches that will enable it to more effectively support
clisnts ar vnrmus wealth levels. Regar

<‘rnm;.>10:<ziy uf thezr si:ue:iun‘

finaneial advisors.

Recruiting next-gensgration
The best way 10 sarve our clients is to know our clients.
The average financial adviser (FA) is nearing retivement,

and mare than one-third of US4 ial advisors are
plenning to leave the business over rl:e next 10 years.
WIM has addressad this loor
with next-generation advisor models that
ing and retaining new advisors —
eran advisors whe perform an
« - means hoth newer and more
enpe can get to know their clients well
and maintain relationships that endure. We also be
it’s important that sur tear members reflact the ok
we serve, 5o WIM has developed recraiting strategiss
hers In fact, 40 percent of our
emale or ethnlcally diver

ing ad J\fe shortage
have strong

retention.
in ads
wuanv essey :ria

se

to hire
next-generation FAs ave

verse team mer

Increasing quality of advice

Qur advice is grounded in research and analysis
from Wealls Fargo Investment Institute (WFI) an
supported by our proprietary investing tool Envis:
We've taken actions in recent yearsto incresse the f‘nzm(y
and cos et allocation guidance
designed

and periodic reb

8

stency of advice with
by WFIIL ongoing por‘orm nee menitoring,
ansing. Specific steps

Tade:

Aliqninq teams to improve consistency. Te ensur

cur clients have access to the best thinking and best
respurces from acrass WIM, we've moved all investment

teams that were formerly housed within WIM business
lines into WFIT or Wells Fargo Asset
(WEAM). By bringing together similar functions, our
s to, and can deliver to clients, more

i\.r’!nmgf\lhéi\f

wwams have acces
consistent advice. We also have greeter consistency
armmd processes, policies, and risk-management

oversight, Jeading to a better client experience.

Applying gocls-based planning. Clients ate
significantly maore likely to grow wealth if thay're
toward specific goals they're passionate about Soin
Wells Fargo Advisors, we stact with the basics,

less of their level,

162

1is; then we make financial plans
]"nvzsion

we get to know our cli

based on clients’ unique goals. We use th
hs ated

ool to combine g sop

ls-based advice wit
is @ asy fox c"cms

ave

statistical modeling.

stand and
portant life goals — wd"h:\w undue fmancial sacrifice
or sverexposure to visk

Developing investment solutions to meet client
needs. Within WFAM, we're ac
in portiolio management. We're adding capabilities
in multi- d strategies, and
alternative- and private-market offerings 1o better

of our clients.

erating innovat

sset solutions, factor-b

support the investing

Delivering technology and innovation for clients

As people do more online and expectations continne

to evolve, clients have come ta expect a simple, :zmzinwc.
and innovative experience. We're cormitte
clients advice and information in the way they »
by adaptin

and innovating.

Service anytime, anywhere. Because clients today
nt service anytime, anywhere, we're exploring ways
leverage technology to better meet their needs,

Client Dashboard. The recently exhanced Client

Dashboard used by Wells Fargo Advisors gives FAs a

complete view of » client’s household in one place, the
moment the client calls. By patting <
front and center, the FA car have more mzwgc‘d and
informative conversations that focus on tf
ial goals and tnvestment plans.

ent inforrmation

long-term Anan

Intuitive Investor. We've coupled advice and
technology with Intuitive Investor (page 78), a p
created with the next generation of investors in mind.
it enables new investors to start building a &
furure by taking the guesswork and complexity out
of investing

3
ciat

Providing a simplified, low-cost option

lets new investors h:md an dpprcﬂ“ ste diversified
vifolio with $10,000. T a fow que
onling we then recommend one of several investmen

Dts an:

o1

portfolios to match their needs and monitor the

performance.

portialio’s

“What if . scenarios. Ous new Envision Scenarios

product puts planning in clients” hands by giving them

“What if ... 2 questions and see
financial picture. .

an online tool to pos

impacts of choiees on their



Eufzancing transparency and trust

Transparency, rity, and trust are things clients
righthully expect. Two ways we're working ta increas

trust are managing referral activity
consistent client standards.

adopting

Managing client referrals. Team members in
Coramunity Banking, Wholesale Banking, and WIM
sartner to meet the full range of client needs. To
enswre refe

undeation and training resource

1s ave in the best interest of the customer,

com

rvices. |

place governance structures ich include committes,

comphance, and legal reviews — to ensure activities are
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customers. These
and maintenano

system of record of the values

associated with certain assets 5, operations,

and account-level reviews are underway to determin
the extent of any assets and accs

cause analyses are he

feated, and root

ing performed with the assistan
of third parties. These reviews are ongeing and, ¢
a result of reviews to date, we have suspended the

chargi fi

affected customers,
of thes

1 some assets snd accounts, notified

ssary remediation, including with v

spect

to additional accounts 7 jewad, which may ead

yet re

o additional accruals and

monitored, documented, and handled consistently.
Adopting vonsistent client standards. To ensure
we consistently offer a high-quality experience and
engagement for clients across all asset levels, financial
planning conversations are being structured around

a four-part “client standards” process: plan, invest,
document, and rev:

Addressing issues and making things right
for customers

The inform
(pleasa rels

forar

ation below is as of third quarter 2018

21 to our public filings or other disclos
updates).

wres

Review of certain activities within Wealth and
Investment Management. A review of certain

activities within WIM being conducted by the Boaxd, in
RPN

to inguirias fre

m federal government agencies,

assessing whether there have been inappropriate

referrals or recommendations, including with respect 1o,
rollovers for 401k) p

wn participants, certain alternative
rals of brokera
company’s investmen

The review is ongoing.

investments, or refer © customers to the

nd fidueiary services business.

Fiduciary and custedy account fee calculations.
The comparny is reviewing fee caleulations within

certain fiduciary and custody accounts in our investment
and fiduciary services business, which is part of the
Wealth Management business within WIM. We have
determined that there have been instances of incorrect
s heing applic
resulting in both overcharges and undercharg

1t certain assets and accounts,
to

Measuring progress in WIM

As we focus on building a better ¢
satisfying our clients’ evolving expsctations, we're
monitoring our progress to ensure intended outcomes
are being delivered. We see, for example, that Intuitive
Investor is helping us reach and meet the needs of
nexi-gene }
millennial, or

ation investor two-thirds are Gen X,

0

Generation Z.

s also ltnportant that we be a leader in diversity
our clients become increasingly diverse. This can be
sean In our ne

£t

reneration advisor programs, as the
tion FA is 32 years old (versus 57
for the general FA population

average next-gene

48 pereent are ethnically

A
diverse, and 36 percent are female {versus 85 percent
white and male). At the same time, we're retaining
percent of these new advisors versus the tndustr

average of 20 percent.

In addition, the vast majority of WIM clients with
an Envision plan say they feel they have the guidanse
necessary to succeed fir

naially, which supports our
{ocus on building plans that meet our clients’ goals.
We have s

een thar welballocated portfolios aligned w

clients’ investment ol

. hjectives ontperform portfalios

that are not well allocated.
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CASE STUDYLBUILDING A BETTER COMPANY .

Intuitive Investor combines online
service and phone-based advice

iongol § : :
hpm:y\qonemtmnoi SR KEY POINTS AROUT
Tivestors < fhiose who are youny and techsayuy e
aften prefer to do Tesear k
e i

IRTUITIVE INVESTOR

~ddvice

ivestors \D*“]udy ardinéres
o webibased obtinhs.

i Nn\:mwbm SO / wnh th
i ing by st

ph

and ur nvemmg Tntelectual C'xpna! o oifer
sital ex}wnence ata I')w &

- Fhe orocess wnvolve

X Leﬂmmg about the customer huvestoss

i esds, e Rorizor; n_\tolmam»

<o Recommending o por&fvli& Warecotmend
onieof nine portfaliss, based on researeh fromt!
Wells Fargo. Inwsnuem Institurs

<1 Monitoring th L We s sid

wmanage the portilio’ta Tielp i stay o i

Grs Have
c:eafeall

s OFfermq ade W R e
questiorsor want gutdarca! thi
atesmrof fnantial advisors. 0

Thtuitive i Invesfor is an o‘f(:ma thatcan «muor
cuerﬂ ofq‘) asset: levels within \M\lls;%

<P -oviding an entry point; forives
are vefetred (o ather paste of the dompany

P bl

“who will poténtially
- Wells Fargo Advigars Cl‘efﬁb i thie fut

Es Fulfilling the neads of clients e prafer.
v digital advice nstead of dr v ad imcn o full:
séridce adiice;




Wholesale Banking

Wholesale Ba :img;mmd s finarcial solutions to
businesses with annual sales generally greater than
$5 million, primarily located in the U.8. With more
than 27,000 team members, the business
middie-market businesses, corporations, financial

SOTVas

institutions, institutional investors, and municipal,
state, and Jocal governments. With a presence in specific

international markets, Whole
ds of its U

multinational compant

le also serves the global

as well as select

CUSLOMET:

financial n

doing business in the US,

Whalesale operates five major lines of business;

Wells Farg ol Banking Commercial Capital;

Commercial Real Estate; Corporata and Investment
Banking: and Investment Pertfolio.

o Commerc

The business provides traditional cammercial loans

and lines of credit, letters (7f"r sdit, asset-based lcnding,
qupmcnt tea sing, international trade facilities,

and trade finan:
for

g as well as collection serviess,

foreign exchange services, investment managem
ingtitutional fixed income sales, interest rate, ¢ om’nod !:
equity risk management, digital m) nl@ p‘rofhlm% such
as the CEO® porl poTate
and investment banking services.

Tust &

Evolving landscape

Wholesale's ope rating model is evolving to better
arganize around custormer needs; optimize investments
in products,
efficiencies: an
We en\ simplifying our business mode!
alization of shared services, standardization,
ptimization, consistency, (ransparency,
and accountability.

services, and delivery o ;mbmrms« irive

by promoting

‘Wholesale continues to identify thoughthul alignments
1d efficiencies across the busi In 2018, we
intreduced & new organizational structure that aligrs
similar businesses and
establishing Commercial Banking to combine Business
Banking, G nal Banking,
sd Middle Market Banking. Irs addition, we created
Corporate and Investment Banking, which brings
tagather Corporate Banking, Finaneial Institutions
Group, and Wells Fargo Securtties. The new s structuze
strengthens how we operate, enhances overall ri
management, and improves the customer experience.

anetions, These changes include

ernment and Institati

{ continue to enhance risk ranagement.
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Foeus on risk

Wholesale continues to strengthen its risk
anagement and enhanced due diligence efforts
Risk managemeant is a fundamental part of how w
manage our business, and we expect all team members
to be prosctive about risk management. We de not
enter new business or take on material new rigks
without establishing the appropziste tisk management
infrastruciure, p . and tools, as well as hiring
experienced risk managers to ensure we conduct
business in a controlled manner, Wholesal
management approach includes appropriate protocols
for addressing new or emerging risks, including those
brought on hy new products, services, or technalogy.

255

Integrating Environmental and Social Risk
Management (ESRM)

and those of our
or actually have
s and the environment.

We recognize that business decisior
Wholesale customers can 1,()ltnﬂ(\

adverse impacts on muni
We beliove that for cert
it is imperstive that we mnsxdur the environmental,
soeial, and human rights impacts of our lending and
investments along with the taditional inancial i

industries and activit

25,

‘The company’s § wwork {page 42) details
our eommitment to align with TSRM best practives dnd
standards, our coraprehensive due diligence proc&ms
our focus on customer nwmqomerm Aosummom of risk
rating and escalation, reporting 2
internal training and awareness-raising.

sclosure, and

Deepening customer relationships

We are copunitted to deep:
relationships and acquiring new relationships by

delivering pros ducts and services that best address
custorner neads. We alm to deliver an exceptional

customer experience by enhancing our capabilities
and programs to provide axpatiences that are easy:
prosctive, and valuable — by building, upgrading,

ing existing custorser

or acquiring new products and solutions that serve’

customers, decow relationships, provide competitive

advantages, any gaps in offerings. This
includes expanding digital services so customers can
aceess the platform to conduct their busir shere,

when, and how they choose.




: formed the Wholesale Customer Excellence
gram in 2017 to preactively improve the custo
and team member experience and reduce £
Wholesal X

cellence team is @

a complaints management program that i
N X
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Irs addition, as we continus to strengthen our Customer
ies of
| support Wholesale's focus on building
and maintaining lon 1
. |

ights from client complaints and ive overview of
experiemn customer feedback, whether through direct comple
tearn is developing capabilities hudi edback or custorer surveys, We will use this feadbac

urance, and
1@ Whol

complaints escalation team, quality as

Addressing issues and making things
right for customers

Tk
!

for any upd

{ third quarter 2018

nlormation below is 2
ie filings or other di

e refer to our g

).

substantially

Foreign Exchange business. We have
completed an assessment, with the a;
party, of palicies, prac
3 The foreign e
of revisin

and procedurs

busines
snting new policies,
and procedures, including those related to
1g. Our review of affectad customers
determine the extent of any additional remediation for
temers who may ha tent
ith commitments made to those customars.

range bus

the pro. ad impl

aetices,

priciy ongoing

ot

ved pricing incon

Ve rees

Measuring progress in Wholesale Banking

Whal
customer:

succeeds by actively listening to our

and deliv rodu s and
Ip them achieve their linancial geal
existing custorer relation:
throt slationshi)
tomer segments

ri

rvice:

advice to |
We want to

tren

gh proactive re
ing on key o

and aequire new cne
development, fac
and geograpt
business. W
tive products and services

the lin

g

¢ in develap
+ best meet t
1g needs and expectations of our custome:

he

cam members, and otk

nd experiences for continuous

develop new strategies
rrrpr xles
member engagement. In add

wement

our eu interactions

and team
ion, the busi 5
abl ¢ ics for the new!

complaints to help ensure we have a robu

function,

and operational ri

We want to strengthen
existing customer
relationships and acquire
new ones through
proactive relationship
development, focusing on
key customer segments
and geographies, and
collaboration across the
lines of business.
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(_Asf STUDY: EUILDXNL: B BETTERCOMPANY

Delivering on our $200 billion
commitment toward sustainable financing

It A»nl 5018, Ne!l; Pm-o shnaihced ‘h?t we w)\l
fin financing 1

Char Claan féchnology Commercial Banking

provide §4¢

group soitiiues toéxpand as we help cusiomers

b = pee

0, with friore that

o

anhisve theii long-term financial gonls by

50 percantof the g
m)d projects that d)recdy support the transition

4d O commpaTies”

Lhno}cuxea Sl Srierdy. qreen bcnoe. :
md altamm\m tranSportation,

The rermiinderof the § unanung will support
shmpanies-arid projects foruised U slstairiabi]
agriculivre, conservation, recycly nq, resou:ce
hanag and other envi ally,
beneticial detivitie A:paﬂ of th announcemsit;
we-eommiitted ta provide clear Somhunfaations
abotit the fypés of transactions that account for!

Sthe $200 billion comrnitment, disclose the-carhon

intensity of suraredit ponfoliv:and report rrthe

saciak envire

L nd edonomis ipat
sading:

ouT

erETgy,

Today, Wells Fargo 16 e of the lary
ot ednventional and

lend@ ERORSCRIA
N

- Edvirontiehital
s equity indncitig to) :
developtnant since 2006, pravidisg the S(r"tcmc
capital necessary 1o help stimulate strong growihiin
the sedtor The grovg has
with -dedades of axpérience in the rénswabile énergy
findus v 10 2017, 76 parcent of all solar photovo‘
Fwind énengy denaratad 1h the U,
awied sehally ot in part by

asng from
Hs Fargo:

ton 1o ta¥ equity investinents in renewable
s wi sfipert ot power and utikity
a& they add renewabile enérgy to their géneration
pqrrfol
Fnaneinig, %hd qroen Bonds:

grown 1o 32 professionals”

providing a fullsuite of banking sevices
cornbined with tirdepth mdmtry kﬂowlec‘gP
Oy cites S i

sinelectricand lowsemi sionvehit ]eQ ehetay
“hraduction; inclidig solar wind;and Biomass:

Smaitighnd apphwmom andwater afficlensy:
Tl tear pmre:s with Felationship
Tithe agricultural industry.and ot
vare hav clean technology: e eh

i

hance their:

;g‘

i1 footprt it dett
i oFt 1 Jeading
incubiatare. and univeraitias focused on-olean

chislagy developmentand sntheprenss




168

Risk management
and contro

Risk framework

W
provide oversight for our three lines of defense a
hL risks we take as & company. The Board carries out

s risk oversight responsi s direetly and through
the work of its standing committees, which all report
to the full Board.

ils Fargo’s Board has ultimate responsibility 1o

In addition, the company has established management-

level governance committees to support i
carrying out their risk manag sponsibilities. Fach
tee has a defined set of authorities
slong with clear escalation paths

ers in

agernent res

governs
and rosponsb‘ ities

and risk-reporting cxpumt‘ons The governance
ble understanding,
{ significant risk and

Comnmtex s

control matters at Uxe appropnak

vel of the company
and by the appropriate mix of executives.

Core principles and elements of the Risk program

As we work toward achieving our goal to be a leader in
risk management, we are committed to continuously
promoting a comprehensive, robust, effective, and
forward-looking Risk program that not only reflects
the size and business mix of our company but also
is incorporated in the daily decisions and actions of
team mermbers. We engage third parties to provide

expertise on regulatory and industry practices when

eloping risk policies and procedures.

To achieve our risk management objectives,
we follow certain principles that we expect
to guide daily decision-making:

Long-term relationship focus. We want to
establish long-term relationships with our customers
We huild trust by getting to know our custome
understanding their wants and needs and by providing
them sccess to the appropriate products and services
1o help meet their financial goals. By understanding
customers and their inancial needs, we take on only as
ary to efficiently, effectively, and
y’>rzl<§e‘m1}; serve our custormers.

3
1

much 1 as isn

Accountability. Risk is everyone’s business. With
risk so embedded in our business process, we manage
our risks as close to their source as possible. Business
leaders are accountable for understanding their
processes and managing the risks in their busin
groups, and team members are accountable for
ng the risks that cross their desks.

MaAnag

Risk philosophy. We take prudent risks. Control,
profitability, and growth always come in that order

of priority. O\xr business model rests on the principle
that prudent risk management provides the only avenue
to long-term profitability and growth. We manage for the
long term - so the effectiveness of our risk management




Environment of inclusiveness and candor. Because
risk v team member’s

con are valuable, Tl hmm;l*out
all leve
open di
inchuds

husiness, e

BVETYODE

butions and perspect

and across all business groups, we encours

cussion and timely escalation of risks
anstructively challenging peers and manag

ng an environment that

BS ECESLATY E’.!l(i sustair
sediible chatlenge.

encourage

i

We have identifiad certain elements that are requir

the Risk Management program to be effective, includin

that emphasizes each team
T hip and understanding of risk.
‘This culture must cultivate an enviroament ﬂmt

member's owners

expects and promotes robust communication md
coeperation among its throe lines of defense and

ntifying, escalating, and addressing
1 risk issue

supports
current and emerg!

- A companywide statement of risk appetite that
guides business and risk leaders as they manage
tisk on a daily basis. The statement of risk appetite
must describe the nature and magnitude of risk
we'te willing to assume in pursuit of ouz business

and strmoqw ohjectives « consistent with capital,

idity, snd other regulatory requirement
=huing both gualitative and quantitative
meters for individual risk types.

5 —

pars

k management governance strueture,
akution i and & committes

inchuding

otm(\uro

at provides comprehensive oversight
ks we face and our risk management
The structure must promote escalation,
fon-ms xk‘n‘,, and reporting of risks at the
appropriate 1s of the company, including the
Board and its commitiees as appropriate.

The three lines of defense

Wells Fa

management.

e wses three lines of defense for riske
The first line of defense - the fron
nd certain activities of

ms in our various businesses

our enterprise functions — is accountable for assessing

and effectively managing all associated risks for their
groups, The second line of defense — Independent
Risk Management — is Cnrromts R
at ovarsight of risk-taking acti The
third line of defense s Wells Fargo
Audit Services, which provides independent assurance.

Ir, which provid

indspends

internal audit

or
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s own distinct risk

Although es defense has

nagement

requires the t}:mo

ugh
ddition to the three lines of defense, the company’s
vironment is ‘r\uthm trengthened
zontrol mem 3 wnwn, re

approach th

control

by entorprise

‘wzt’r;afnc\zs<,r} mmxol(\n(‘a specific risk.

First line of defense: The front line

The front line comprises the company’s risk-generating
tnig of the Ty
husiness groups and certain activities of our enterprise

activities, consis rompany’s four prima

functions. The front line is responsible for identifying,
measuring assessing, controlling mitigating, monitoring,

and emerging risk exgosures

and reporting curren:
associated with its activities and operations.
o oversee the risk management activities of each
the fulillment of the frone-dine
responsibilities, each of the four pri groups,
- Consumer Banking; Payments, Virtual Solutions, and
Innevation; Weslth and Investment Management: and
Wholesale Banking — has a dedicated control &
“ach enterprise function alse has & control executiv
These leaders sit within the front line and report to
and are accountable to business group and enterprise
function leaders, Control executives also collaborate
with Corperate Risk and provide information with
respect to risk management, especially concerning
the management of risk typ

business and monitor
ary busing

eoulive.

The front line’s primary responsibilities inchude:

Planning. Incorpo
business and strat

*‘HJKH’\J DI
1d reward. m rablishes
written procedures and processes, ncluding front
line statements of risk appetite that comply with
pectations.

riate balan

companywide i The front line consistently
¥ rainiainiy

ange

promotes a strong culture b appropriate

1 training

staffing levels and provi

Identifving and
risks generated by its
accordance with enterprise risk programs. [t aggregates
sk arising from it

. Identifies and assesses

s aefivities and re

orta these risks in

T activities and, if boundaries
or limits a

mm;m:)\mde expectations.

e triggered, escalates in accordance with




Controlling and mitigating. Designs and

implements risk mitigation strategies and controls
s and appropriately address
reguiations,
It complies with the

and risk-governing documents.

issues management program, inchuding

sues where requrirad.

companywide
calating

Monitoring and reporting. Develops and tmplements
risk monitoring and risk reporting processes, On an
ongoing basis, the front line monitors and reports on
its risk concentration, current and emerging risks, and
risk appetite. It aggregates the results of its monitoring

efforts, evaluates findings, reports on results, and

escalates where necessary.
Testing and validating. Designe and sxecutes &
control effectiveness assurance program with respect
It provides reporting
nee activities 1o Independent Risk
oment and reviews testing results to develop

to the controls the front line own:

on quality assur
Marn

and img

ment appropriate correcti

Second line of defense: Independent Risk
Management {IRM)

IRM provides the second line of defense and cansists of
Corporate Risk entery fion. IRM establishes,
snd maintains our Risk Management
program under the d Board's Risk

e nior management. IRM is accountable
for independently overseeing the identification,
MRRSUTEMent, asse: ent, monitoring, aggregation,
and reporting of risks, IRM also oversees the front lines
execution of its risk management responsibiliti

the rise func

implements

irection of

mittea and

IRM provides senior management, the Risk Commitiee,
and the Board an independent parspective of the level
of risk to which we are exposed and helps identify areas
that may became a significant strategic or reputational
risk for Wells Fargo

Our Chief Risk Officer (CRQ) reports directly to
the Board's Risk Committee (and administratively
to the CEO), and is responsible for establishing the
strat
risk management activities. Altheugh the CRO sits

gic direction and execution of the company's

within IRM, the CRO's responsibilities extend across
IRM and the front line to ensure the company’s risk
management pricrities and objectives are met, The
CRO also is expected to promote a strong eultur

170

ernal

communicate effectively with our internal and ex

stakeholders, and consider emerging risk issues and
their potential effect on cur ag ate risk profile.

oy

IRM’s primary respensibilities include

Planning. Provides credible challenge to the front
fine with respect to bus ions and strategic
2ives ste balanee and

ini 1o promote the approp
consideration of risk snd reward, as well as cur
onservative approach to risk. IRM updates the
company’s sk manag
and implements enterprise risk programs. IRM
challenges the appropristeness of front-line decision
making and, i it is not satished with a front-line decision
or supporting rationale, IRM may request additional
analysis of tha business decision or a nodification of
1@ proposed front-line action. IRM may also escalate
such disagreements to the appropriate risk leaders
or geverpance committees.

ment framework and design:

ng and assessing. Malntains a companywi
view of current and emerging risks by aggreg
information across the company. IRM also oversees the
orise risk identification and assessment provesses,
eir irapact on our financial and operational

IRM provides credible challenge wit
Jentif

ing risk

enier

including th
soundne

respect

to the front-line tion and assessrment

appoach and outp

Controlling and mitigating. Ustablishes expectations
for front-line controls. It provides credible challenge and
aspert to front-line mitigation strategies
and controls, 3s well as activns to address gaps in
control desig iheant

advice with

or effectiveness, TRM escelates sig

issues in accordance with our escalation policy.

Manitoring and reporting. Es and maintaits
companywide risk monitoring and risk reportin
approves front-line

strategies. It challenges and
monitoring activities. [RM aggregates risk monitoring
results at the company level, evaluates indings, and
identifies opportunities to improve risk programs.

Tesring and validating. Establishes snd ov
eontrol effectiveness program expectations wi
the front line. IRM establishes and maintains independent
testing programs.

1 respact 1o




Third line of defense: Internal audit

Wells Farge Audit Servives provides the third line
lefonse, delivering independent and objective internal
ents and credible

S GOVEINance, I

 as asse

sudit services sus
ge regarding the compan;
managewent, and contrals,

challer

Services:

hrough its work, Audit

o C

reporting regardin
managenent
control structure.

rduets tests and provides conclusive
1 the health of the company’
governance, and internal

Proactively advises management on risks,
management practices, and controls in the design

and implementation of new business products,

services, and processes: systerss development;

cperational changes; and strategie initiatives.

adheres to the International Standards
ional Practice of Internal Auditing

Audit Services
for the Profes
and the Cede of Ethics of the Institute of Internal
Auditors. In addition, the internal audit department
of Sponsoring Organizations
of the Treadway Commission) Tnternal Control
‘ramawork and COBIT (Control Obje:
). where
appropriate, when evaluating the effectiveness of
risk management at Wells Fargo,

ives

Inte

&
for Information and related Technologi

Crar Chief Auditor reports directly to the Board's Audit
& Examination Committee {and sdministratively to the
CEO) to enswre independence and objectivity, Audit

eams that focus
on Wells Fargo lines of business or key risk areas.

Services is organized into functional

We have made organizational chanc
stranger & e effective Audit Services organization
that is positiened to respond to changes in the

Jes to create a

' m

company’s organization, risk profile, industry trends,
ererging ris ¢
created the following new groups or realigned

ulatory expectations, We've

activities as follows:

The Consurmer Banking Audit Team, &
consolidated consumer-focused audi group,
enables a more customer-centric and integrated
audit approach across all consumer lines of
business and enhances our ability to identify
risks and inconsistent consumer practices
and application of laws and regulations.
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7 for reviewing
the compar ation Ce:

of Excellence (page 12}, as well as coordinati
related sudit work performed by line of busin
around consent orders and the
isk ta
st covers

This group al onsibility

audit tes

gt

aia

ate fo ensuras

company’ get operating

ge.

compreheansiv

The Enterprise Risk Management Audit team
is responsible for Strategic Enterprise Risk
Management, Regulatory Relations, and
Management/Board-level governance, inchading
newark,

the review of the risk management §
the campany’s risk target operating state,

consent orders, and other regulatory matters,

A dedicated audit resource is aligned to the
company’s eonduct risk management activities,
which are covered by enhanced coverage
stratagios.

A Capital and Model Risk Management Audit
team is responsible for Basel, Capital Adequacy
5, and Model audit coverage, through the
ization of resources previously allocated
other audit teams.

aCross

which includes

A Shared Services Audit Team,
Data Analytics & Innovation resaurces, prov
ross Audit Services,

hared testing ssrvices a

des

An expanded leadership ¢

enhanced stratagic focus and oversight and
impr tion's effectiveness;

ensuring comprehensive assessment and

ge of §

Audit Services secks to enhance its policies
and practices to improve coverage of key risky
iwiti;

through sontinuous improvemen

internal assessments, compari;
guiatory f

son to industry

hack.

best practices, and

Andit Services has 1 ancements;

inchuding:

Regulatory focused activities

Enforeement actions. Qur enforcement action.
audit work helps ensure managemend is appropriately
ponsive and corrective action pla squately
designed, with testing to help ensure deliverables meet
regulatory expectasion

§ are ag




Regulatory Matters Requiring Attention (MRA)
validation. Aud

+ Serviees is involved in moniter

the tinely response to regulatory MRAs, including

credible challenge to management corrective actions

established milestones,

menitaring of progress agair

sd where appropriate, validating that the completed
rective actions align with our commitments and
ensa the underlying risk.

add

romer remediation. Audit Services
validation of top risk custorner remediation efforts to
ensure the enterprise is appropriately defining.

identifying, notifying, and making ¢ s right for any
customers. The team is currently building

out & Remediation Coverage Program responsible
loping guidance for Audit Services teams fo
1re consistent, mely, and comprehensive

for deve

remediation sudit coverage.

Enterprise risk initiatives. fudit Services engages
in and monitors enterprise risk initiatives by credibly
challenging implementation plans, timelines, and

stafiin

g testing and reporting on key milestanes
deliverables; and validating corrective actions for
Hectivenass and sustainability. This includes
relatad to the Risk target operating stats, enterp
compliance and opezational risk programs, conduct

¢ high

effs

management, and oth: priority programs.

Branch qudits. The Consumer Banking Audit teata
conducts annual unennounced andits of bank branchs

pates in select reviews by Conduct Risk Review,

and conducts audits of branch-related oversight
functions such as mystery shopping, regional services,
hranch control review, and the Sales and Service

Conduct Qversight team,

Escalations

“escalated mattars”

rircumstances that have the potential for significant
irpact to t
mbers,

issues ~ referred to

advers 1€ COMPAnY's CusStomer:

feam u shareholders, or other stakeholders,

The following principles are foundational to our

escalation approact

- Eraphasis on speed of pscalation over complete
development of all relevant inform to facilitate
prompt mitigation in a diseiplined manner.

AtIon

tent taxonomy and definitions

to facilivate aggregation and reporting

efined and dosumented escalation pathway
(both herizontally acre
and

businesses and risk types

cally up o the Board) based on the natue

and severity of risk.

« Defined roles and responsibilities across the entire

enterprisa and the Board with the expectation
sess that all lines of defense have an
ebligation to escalate.

and awar

king of appropriate mitigation actions with
t ta escalated events commensurate with the
salated

3

applic

tion of the comp
Policy and expectations.

Escalation er

principles.

Risk appetite

erment of

Corporate Risk develops our enterprise stat;
risk appetite in the context of our risk management
framework. As part of Wells
maintain metries alor

Farga's risk appetite, we
b associated objectives
to measure and monitor the amount of risk that the
company is prepared to ta
etrics are reported fo the Enterprise Risk and

b
ctual resulis of these

Control
Cormenittes on a quarterly basis as well as to the Board's

Risk Committes. Qur operating segments alse have

bustness-specifie risk appetite statements bas

the enterprise statement of risk appetite. The mel

included in the oparating segment statements are

harmonized with the enterprise level motrics

ensure consistency where

intain metrics and qualitative

1

statements that are u

Business lines also m

e to their line of business.

This allows for menitoring of risk and definition of risk

appetite deeper within the organization. The Board’s

Risk Committee reviews and approves the enterprise
statement of risk appetite annually, and the Risk
Commities also actively manitors the i

relative to the approved risk appetite.




Enhanced controls for third-party
service provider oversight

The Third-Party Risk Management program is focused
t of Wells Fargo's
ram pravides tools
dentify, evaluate,
rage thivdparty related ri
go and our customers. We've ma

third-

party
and pro

mitigate, &

< implementad enhanced cssment testing,

monitoring, and reviews {or our third-p

vice provide

risk rating scale for third-party
aviders

, which fac
nd broadens tf

with our

management activities.
Implemented recovery and resolution planring
proce o help ensure resolution con

nd a
are conducted.

et

are added to third-party agre
of essential third part

- Instituted complaints management review

and rem
1o third-party compla:
identified i

ents for team members w
o Wells

Certain enterprise functions with
key control responsibilities:
Finance

The Finance Group drives financial management

for the em and maintains and enhances

Y ariners wi
and functiona
simplified proc

niined innavative

ideas that drive greater {inancial performance.
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Key functions include Finance and Control
rporate De

e Treasury, €
gement and Ins
Zenter of Excellenc
Busine

d
nd Corporate §

Enterprise Sh

Finance and Controilers

Finance functions construct, evaluate,

ation that lead
rial performance and to mak
ss decisions. The functions consis

Finance, which
segy and b

The Finance group
drives financial
management for
the enterprise and
maintains and
enhances risk and
financial controls.

ave established fve
allocation and analytic
e forecasting snd analy
ae forecasting end ana

n the past year, wa h inance

reing and

analytic
nd support. Financs

rovides

organizational alignment arcund eritical functions
stent oversight of finance roles,

- Provide con
reporting, and allocations processes.

stent and commen forecasting,



stutions to supp

< Manage the strategy for finance a
and tools.

pplications

The Business Finance tearn is the lialson betw
Enterprise Finance and business leaders. This team
providas strategic iinancial advice and guidance to
leaders based on the reperting from the COEs. This
enables Walls Fargo to serve internal clients consistently
and reduces the risk of inconsistent fnancial reporting.

20n

The Contrallers Division delivers o

ject mattel
expertise, counsel, governance, and oversight for
Wells Fargo's
reporting,

sstem of internal controls over financial

The company pm vides financial, capital, and
liguidity information to the Board, mansgement-level
ommittees, ba nkwquhmm agencies,
nd other external stakeholders that require accurate
and timely information supported by well-controlied
Books and records that are compliant with applicable
accounting principles and regulatory reportt
mpleteness, accuracy, and

Vernance

requirements, The ec

reliability of our fnancial information is supported
by the company’s
5

tem of internal controls over
ancial reporting which is based on COSO’s Internal
ontrols Integrated Framework (2 widely accepted
internal control model against which compaates and

orgs irations manage risk and assess their systems
ernal contrall.
overnance ghtof npanys

mework is furthar
pported by active involverment h'(\rr leaders; a clear

intevaal Controls Integratad ¥

organizational structure sud report \rq lines: well-definad
accountabilities:
reparetion \mm]ardv fesigned to
ssily understood
reporting: and procedures, controls, and tools te

faailitate governance and mansgement of reporti

rales and responsibilities; enforced

report and disclosure

ansure complete, securate, imely, and e

xmk JS\L,»:\:JK‘I!Y,t:<>h\t\’>2< ivities, and

ting, and escalation

including

monitoring,

TOTesses

Corporate Treasury

Treas: vs an assential
risk ¥
capital,
and manages capital and b
ate hnancial r

go's overall
Hepaidhir
he team develops
idity st
ources are available 1o
support Weils Fargo's strategic objectives and protect
against potential &z

ry pl

and interest rate r

egies to help

1oial stresses. It also oversees

the company's stress tests
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Li [n anc

narios, in ad
Treasury v nitors ihc company’s interest rate ris
develops and imulmvvmza sirategies to help ens
exposure to changing interest rate environments
be safely manage

As apart of Treasury, the Recovery & Resolution
Frogram Office (RRPO) leads the company’s efforts
to raduce the potential for significan
arkets in the
affects the company. The RRPO also helps ensure
the company maintains its institutional readines
continue serving customers in such circumstances,
The RRPQ works with partners across the company
to prepare, reviaw, and meintain cwmnmhens\vo
recovery and resclution plans; embed resolvabilit
considarations into the routine management of th
company; and enhance companywide engagement and
accountability for recovery and resolution planning.
These activities are subject io review and chailenge
from Independent Risk Mansgement,

1t disruptio

fnancial event severe financial st

Asp
financial profile, Wells Fargo dedicates si
resourees to support the RRPO and its federated mode!
of recovery and resolution planning o b
the company. in the event o! t'.womfmm ial stress,

E he Ainancial system.

Tt mf our commitment to maintaining a resilient

gnificant

2lp ensure that

would not pose systemic risk to

Enterprise Shared Services (ESS)

Enterprise Shared Serviess brings together a number of
enterprise functions that help lead, deliver, and gov
services and transformation inltiatives across the
company. ESS functions help deliver companywida
consistency via policies, methodologi
skill sats, and tools. The team's scope includ: i
manegement, global services, operational resiliency;,
corporate properties, and corporate security to help
drive operstional excellence and cultur
& company.

<]

secountabilit

1l change across

the

The (“ne;anon‘,. Resi
Walls Fargo my
ary to thrive in an ever-evolving ope
envirenment and properly navigate any unforeseen or
adverse scenarios. The team identifies and inventories the
funetions we perform across the enterprise, inclading the
vstems, and intellectaal
property that go into performing each activity. This helps
1o identify what is most eritical for business continuity
and recovery and resolution purposes.

ency tears helps ensure that
aing the legal structure and

necs

people, facilities, third parti




ce provi

e Portiolio Management ¢
stic approach to program and project

wlh

management, Its mandate is to establish the enterprise

project management pelicy, methodology, and quality
ect management
system of record; and revise relevant job family titles

and performance objectives.

review process; maintain the pra

Business Process Management

ion of how process excellence can
lify :md enhanee the team mamber and custamer
s team drives our efforts 1o create a

roach to busine

oviding a clear vis

s process management
Fargo and is establishing proc
pany's key assets along with peaple, rco‘\nolog\;.
and data.

ACIOgS s one of

ihe con

Corporate Strategy

Each year, Wells Fargo dswfolr); s a companywide
strategic plan that establishes the strategic priorities
sary to achieve our Vision, Values & Goals. The
process is driven by Corporate Strategy, which works
closely with the lines
funetions to d@vol:m and update the strategic plan.
'pam ieally, business lines and functior
asked to ider mfy their most sigaificant oppe

nec:

of business and enterprise

areas are

tunities,

challenges, and risks along with their sfrateqm to

address them over the ensuing three-year period. The
ted with ¢

strategic pla
nagement, financial forecasting, ¢
o liquidity risk management to help ensure that
togic decisions assess and mitigate visks, evaloate
ismpacts and potential execution hurdles, and consider

Aning proces

is integ

ma

companywide parspectives.

Human Resources {HR)

The HR fanction supports strong } pusiness
by ensuring that the compaoy has the right leaders

and talent 1o meet business objectives. HR helps drive
team member engagement by

s performance

providing & consistent,
compelling team member experience across the

company, simplifying MR so thet team members can
stay focused on meeting the needs of our customers,
All R team members are called on to fulfill HR's
wsponsibilities as a control function. Through strate
partnership with the businesses, HR team members
identify and help mitigate HR risk in the lines of
business and across the enterprise. HR also establishes
key controls, monitoring, and reporting that aligns with
HE end-to-and processes.

i
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Organization

The HR team includes more than 4,000 team memt

Over the pa weral vears, we have centralized our HR
stormed its operating model to better
wver HR

Pargo in a consistent

siruchure and i
support our business
SETY)

nd compelling way:

and improve how we de

5 to team members at Wells F

Consalting teams within HR serve as strategic mrmezo
to business groups and functional areas across the
enterprise. They consult on, develop, and execute robust
human capital plans that help Wells Fargo achieve its
goals. Working in partpership across HR teams, the
consulting function creates holistic and forward-looki m*,
HR plans. HR consulting team members alse sarve as
control function, p
perspective to business

ding & strong risk management

saders across the company in
support of their human capital planaing needs.

n addition, the enterprise HR centers of expertise teams
are responsible for strategy, design, implementation,
and adoeption of their services to support Wells Fargo
businesses and enterprise functions. This includes

enabling managers to lead and coach team merbers
through hiring, onbmrdmg, and engagerment and
providing core services such as benefits, compensation,
and payroll

Governance and enhanced controls

The centralized HR function provides a horizontal
view of identifying escalating, and resolving talent
risks across the company. We have created 2 consistent
Human Capital Planning Process with a common set of
matrics for each line of business, improving our abs

to proactively identify and address
A

key busi

We have made recent enhancements to enable hR t©

be & strategic partner for the business and enbanee

contrals, including:

Invested in technology and innevation initiatives
reiatca‘ to the recraiting process to drive toward
consistent enterprise processes.

Enbanced reporting to the Board’s Humar

Resources Committee to include human capital
management, culture, Code of Ethics and Busi:
Canduct, and mplementation and effectiveness
of the company’s ethics, busi
conflicts of interest program, including training
on ethical decision-mal
reporting and resolution of ethics issues

ness

ness conduat, and

ngy and procasses for




Tmplemented Quart
Revm ws with Op
v Fman Capital Metries
s are belu

rovxdmﬁ Iuada\xs wnh imperative hun

erating
ittee members

These

g piloted and adjusted to ensur

B

positive and negative trends quickly.

- Established a centralized Employee Roh'ions tean
ta res lw w{vrkpiam disputes and invest

crirnination, retaliation, and

harassment, ingluding referrals from the
Ethic

< Implemented an enterprise
tern all

Talent Managernent
owing for consistency in team member

development

plans and a cormmon talent review
susiness lens.

oro;

new enterprise performance
management standards as the next step in our
efforts to strengthen goal setting, manager

caaching, and {eedback.

Intraduced a single Enterprise HR Transaction
Matrix, creating a comvaon approsch and set
of approvals for critical HR transactions across
the company.

Created 3 Human Capital Risk Council to
oversee the management of the ¢
by Wells Farge's HR activities and exposures
idertibed in Wel Risk Coverage

Stater

sks generated

ent.

+

Erhanced HR's partnership and collaboration

HR Risk and Coempliance to conduet risk mam:in
nt, and monitoring of key risk

in the HR function.

indicaters with

7

g and pipeline

Qe talent planning philesophy is forused on managing

e we are well positioned to meet
the needs of today and the future. The tncreasingly

tive business lendscape, our goal to increas
ship ranks, and s need to prepare
wments all mesn that we must have a rigoro
n place to build credible succession pla

team members to ernsure

compet
diversity in our leade
for ret

P

CESS
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Our ongoin
enabies lo o identi fy successors for

al roles, understand how prepared a potential
cessor is to assume those roles, create clovenoomcm

process

de

plans and implement actions to support Is
diness, and make prograss t
diverse representation in the pipeline. Every vear, 1
CEO meets with Ope! ating Commit
review succession

tee membe

plans, discuss top talent, and plan

for strategic and intentional moves for key lead
in the Cc‘n\pdnv The talent plan also is reviewed and

ssed with the Human Resources Committes and
the full Board annually.

We purposefully move leadership talent within and
across lines of bus

es to build broader
nee and perspective. These moves also
sportunities to expand leaders’ networks and
inerease their knowledge of the company. This approach
1o talent mavement helps us build a pipeline of leaders
who have a comprehens

enterprise expes

create opy

enterprise view in addition
to deep operational expertise.

Legal Department

The 1 o(m
acvi

bpax‘mnm D\”ﬂVJ(.é"\ YJ‘«Y‘@]V, epert
o and somces ro ai Welb

L groups across the ent
businesses, enterprise functions, xr‘deo(‘ rdent R}kk
Management, and Wellz Fargo Audit Services, to ideniitfy,
mitigate, and manage existing and ¢ ’"nmmm, legal,
regulatory, and reputational risks. The department's
strueture provides a clear alignment by line of busine
and enterprise functional aveas to work horizontally
across Wells Fargo and address the company’s complext
legal and regulatory environmeant.

rprise,

Lines of by
supported
and related teams. These teams are Consumer
& Seouritie
se Functions; Enterg

18l aveas wk
ated Deputy General Counsel
ansking;
Corporate Governance ; Employment;
Enterp se Risk, Regulatory &
Audit; Globsl Commercial & Securities; Litigation,
tions; Operations,
Recovery & Resolution Planning, and Comprehensive
Capital Analysis & Review; and Wealth and
fnvestment Management.

prise funeti

v ded

Regulatory Enforcernent & Investig
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Client-focused enhancements

The Legal Department has ma 1 key chat
strengthen its control and risk management capa

over the past two vears, inchuding:

Consumer B

Consoli

dating overall support for
single Senior Deputy General Counsel.

Adding new Deputy General Counsels and

repositioning existing Deputy General Counsels
to create enhanced alignime
and enterprise functional ares;
Enterprise Risk, Regulatory & Audit Division was
created to

ant by line of business

. In particulay, the

engthen the Legal Department’s

support of
and the au
focus for these areas. The division also will coordinate
egal support for implementation of consent

k managemeny, regulatory relations,

+ functions by providing a dedicated

orders to

sre consistency and provide subject

matter expertise in connection with regulatory

enforcement actions.

2d et o
ectives -~ i

Establis
-~ inchad
am members in the department understand the

behaviors that are expecied of them.

g a shal

B

The Legal Department is also working on enhancing

its internal reporting to better identify potential risk

management opportunities.

Alignment with Corporate Risk and Audit

sed with the

The Legal Depar
company’s independent risk management funcrions,
inchiding Compliance and Operational Risk. The

department works closely with Corporate Risk in the
development of corporate risk programs and policies,
as well as in the appheation of those programs and

ent is closely alig

olicies in the businesses and enterprise functions.

g

"he groups have been enhancing their commn

and partnership in support of the company’s ¢
anagement efforts to promote compliance with la
tat the

Hang

and reguiations, as well as risk mana
campany generally. For example:

erier

< As mentioned above, the creation of the
ory & Audit D

Enterprise Risk, Regu tvigion,

+ The development of communization protocsls
hetween Compliance and the Legal Department,

Managing legal third-party service pri
through the enterprise Third-Party Risk

Managemant program.

© Optimizing the use of outside legal fms

and consultants,

g enhanced risk,
cost management.

Technology

‘Wells Fargo has long been committed to the integrity
of our customers” information and the systems we
use 1o run our company. Technology and information
security are at the heart of what allows us to satisfy
cur customers’ financial needs and help them succeed
financially. Almost everythi > o
technology and security professionals who develop and

s touched by the

protent our systems.
‘We recently announced an organizational change to
combine cur Enterprise Information Technology (E1T)
and Enterprise Information Security (EI8) teanss under
a new technology leader who will report directly to our
CEO and join our Operating Committes.

EIT is responsible for managing all aspects of the
company’s technology including s strategy, systeins,
and safety and soundness. 15 provides cybersecurity
risk management, focus formation security

trategy. identity and access management, seeurify
engineering, Hne-of business engagement, and cyber
defense and monitoring.

ed on

This erganizational chan

is itended to further
accelerate our efforts to simplify Wells Fargo’s

sechnology environmany, strengthen our seeurity
capabilities, mitigate risk, end enhance our ability

0 meet our bust nd regulatory commitments

1055

The new technology leader, who joins Wells Farge iin
April 2019, will set direetion and drive accountabili

rechnalogy and information security programs across
the company ~ with a specific focus on risk management

and adherence o policies and regulatory requirements.
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Qur relationships with investors,

communities, and other stakeholders

Wells Fargo engages with a wide range of stakeholders,
and over the past several years, we have been diligently . : < i BRI,

: f N . PR i L
working to enhance those relationships, Mexbiers of the Staks tdet Advisory Councili:

o

One example: We formed a Stakeholder Relations
Group in July 2017 to foster
approach to engaging with

Michael Calhoun; president, €
a more integrated -1 Résponaible Leading.
keholders. The group . S

et for

Mindy S Lubber; CEOahd presiﬂenﬂ, Covvs i

includes Corporate Communications; Corporate ‘-; 5

Philanthropy and Community Relations; Government «Mare H. Morial, CEO dnd pregident Natiorial -

Relations and Public Policy; Investor Relation: Uiban Laadue: . . o

Sustainabitity and Corporate Responsibility. : L e .
® Y ' i C N + " Janet Murguia, C and president; UnidosUS

on rebuilding trust and strengthening relationships
with our stakeholders in an int

red way, Stakeho

Sister Mora Nash; diséctor of Corporate Soeial

ip with other group Resporisibility {or the Sisters of St Francis of -
the cornpany to build and execute a comprehensive, . Philadelphin, s treraber of the Interfaith Cortér
fully integrated stakeholder re ;
enables us to better coordinate activities acy
takehold

Relations works in partne

an Corsorate Responsibility

Aune Sheehar; {driner direcior pf Corporate

of our key s

group:

Governanes, California State Teachers”
In addition, the company created the Stakeholder “Retirament Systens (CalSTREY :
Advisory Council in 2017 to provide external insig S
k to the Board and senior management. The
council is composed of representatives of stakeholder
groups that are especially important to the company,
including groups focused on human rights, consumer
rights, fair lending, the environment, civil rights, and

John Taylor, pres

and feed fscldon)
Comniniity Ret

governance. The council, which represents a diverse Investors

range of perspectives and experiences, is focused on . R

deepening the company’s understanding of key current The Board also listens to and collects fsedback from
and emerging issues relevant to both the company and investors in other forums. Since 2010, we have had an
its stakeholders, including serving the financial needs of investor outreach program with independent director

ocial inclusion, participation to help us better understand the views
s group helps of our investors on key corporate governance topics.

underserved communities, diversity anc
and environmental sustainabil
ensure that we gain a strang under: g of a broad
range of perspect nd are taking those perspectives investors, we have enhanced the way we engage with
into accaunt. additional investors and stakeholders to hear their

In addition to engaging with our largest institutional
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ctives. The candid feadback we reesive during

pe
these mestings is important and helps us defne

pricritias,

progress, and enhance our corporate
governance practices and disclo

sures each year

members of the
Duke, contacted
ged with

2 than
The Board
akeholders to discass

Following our 2017 anrnual meeting,
vy Board Chair B
our largest institutional investe

Board, inel

institutional investors repres

percent of our

Wpany's commaon stock

slso met with numerous othe!
We

and environmental and social governar

Farge's progress as well as corporate governar
practic

policies, and disclosures.

The Board’s engagement with our investors is coordinated
with our Ce Secretary's office and our Stakeholder
Relations group and oceurs thronghout the year, with
active outreach to mstitutional investors and meetings
ars and other stakeholders upon their request
The feedback we receive from these meetings is shared
1 Board and senior management. The Board
e 53) and
at least annually and

rporats

with inve:

prehensive self-evatuation {pa

our governance practl
haolder feadback to identify

enhancement

uses investor and othe;
s for potential

s to our policies, practices,

Based on sharcholder feadback, the Board has teken
a number of actions over the past several years to
crease shareholder rights and enhance its structur
For example, in Mareh 2018 we lowered the threshold

required for st

areholders to call special meetings
from 25 percent cwnership of our commeon stock to

20 percent. In addition, we sdapted proxy sccess in 2015
with a 3 percent/three-yes

resheld.

s ownershiz

Sentor management and members of our Investor
Rel stors and analysts on
and participate in investor conferences

am also meet with inv

rovide updates en company progress, financial
ss results. Since 2010, we have
hosted an Investor Day every other year in which senior

performance, and busine

management spends a full day updating analysts
investors about Wells Fargo. Appreximately 1
and sellside analys

and

25 buys

ts attend Investor Day, which we

5o broadeast live on our website, Following the sales

practices issues, we held an off-cyele Invastor Day i
¥ Y

2017 a8 part

of our commitment to fransparenc

Our communities

We use a range of mechan
with nonprofits, community

srms for engaging in dialogue

organizations, advocaoy
tal
ectives

groups, industry groups, and nongoveramer

alp us understand their persg
respend to significant
« ensure we are having a positive impact on

organizations 1o

an current and emerg

q issues

matters,

communities in which we do business. The feedback
tve helps us develop new business practices,

and praducts to §
and communit

etter serve and care for our

custome

Team members ave critical to our community

ment eforts, We encourage our teamn members
wrolved with nonprofits and the causes
they care about. We provide a variety of opportun
to support them, including two paid days 5

1

volunteeriug on projects with nonprofirs or schools:

Teday about one-third of our entire company participates
in business reseurce groups, including Volunteer Chapters,
Green Teams, and Team Member Networks (page 16).
Our workplace giving campaign has been named by
United Way Warldwide as No. 11 the US. for nine
(200917

consecutive years

Community engagement and collaboration

The long-term suceess and resiliency of cur conmiun
and our business, depends on our ability ta collaborate

riemally and across the public and private

create sustainable solutions that meet local needs. We

wark with 2 range of stakebolders to promote inclusive

expand access to financial

pability, and
:

economic opportuniti

procucts and services, increase finansial ca

tmprove hnancial stability in underse

ved and div

comrmunities. The constructive and candid feedback

we receive from our stakehold

npertant and has
informed many of cur inltiatives over the years.

s is i

Hote are a fow axamples:

Creating sustainable homeownership: We're
very provd of our partnership with Neig
America, community-based nonprofits, and city
officials to revitalize low- and averageincome

hborworles®

neighborhoods through our LIFT programs, which
sance, hore lending,

homebuyer education, and other support (p:
In 2018, Neighborhood LIFT expanded wit

provide down payment assis

@ B!
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$75 million commitment thet includes special parame
for military service members and veterans, teachers,
Iae enforcement officers, firefighters, and emear

Eney
munml technicians, in recognition of the service they
provide to their communities.

Supporting diverse small businesses. We workowith
external organizations to provide technical assistance,
access to capital, and other development opportunities

to bhelp support the growth of diverse-owned business.
he Wells Fargo Works for Small Busis
Diverse Community Capital program provides grants
and capital to Commumity Development Financizl
Institutions serving diverse-owned businesses that
way not qualify for conventional bank loans.

ress™

For example, ¢

Developing diverse suppliers. We recoguize H at
a diverse supplier base enhances our supply chain
and generates efficiency and innovation for .I 1
benefit of our customsrs and communities. We focus
on developing and expanding Wells Fargo's dwcs’fzc:
supplier pipeline through programs such as the
‘Wells Faxgo Scholarship Fund for Diverse Businesses,
a collaberation with the Tuck School of Business ¢
Dartmouth Unéversily that provides scholarships to
orare, LGBTO-
disabled- u\mv»i business ontrcpmnc\m&

Strengthening opportunities for military veterans.
We s
for veterans, s reer
wransition, and provide financial ¢ o and
resources for mititary families who are facing fimancial
hardships (page 69). For example, we collesborated with
Seholarship Ameriea to develop the Wells Fargo Veterans
wlarships and Wells Fargo Veterans Emergenay

nable housing

ok to enable long-lasting, sus

5 with oz

tive duty mem|

ducar

Grants programs to help veterans and spouses of
disabled veterans complete post-secondary education

or vocational training and succeed in civiian life.

Improving financial o ~pr)biuz( . Hands on
Ranking/El Ruturo en tus manos®is 2 free, engaging now
commercial fin an.,ml education program in English and
Spanish that provi tuals with the knawlcdge.
ce neaded to make ink

5 indt

skills, and confidenc

decisions. We work with school dista

s, government
and
cam, with a focus on

agencics and nomprofs to provide work
C of the prog
reachin q\mlﬁr served communities. And we've warke

in partoership with nonprofits such as the National

i

e

Foundation for Credit Counseling to create customi:

Hands on Banking programs fer military veterans,

seniors, and entrepreneurs 1o addre "zhmruniquv

financial education needs.

Building resilisnt communities. Traditionally,
wnderserved and low- and moderate-income communities

Ineral nd other

arg the most v sle to natural disasters a

tragedies. Through our Resilient Compmunities Grant
program, a cellaboration with the National Fish and
Wiid‘xﬁe Foundation, we

sratect natural habitas to b
1 disasters.

re helping cities enhance and

help prepare for, wnhsi.—md

and recover from naturs

The Wells Fargo Foundation

Wells Fargo is one of the largest corporate ca
in the U.S, supporting thousands of natienal and
community-based nonprofits annually through the
Wells Fargo Foundation. The Wells Fargo Foundat
Bourd of Directors, which includes I executivi
from actoss the company, is responsible for
oversight and management of Wells ‘mqu s philanthropy
as well as approving enterprise-level grants.

seni

¢ providing

Through the Wells Fargo Foundation, we ditest

approximately 50 percent of our corporate p?nlammopv
to initiatives that align with our three str
Carporate S

Social Responastbility priotities: divers

and social inclugion, economic empowerment, and
environmental sustainability (page 431 The

emaining
shitanthropic contiibutio v Jocal market
teams and may support the three priorities or other
specific community needs and opportunities.

s are aflocat

Our local markets are supported by Wells Fargs
nunity Relations and Community Development
(:ﬁxcc}rs who engage and build re hips with
-based nonprohts, city officials, governme
agencles, and others in the public and private sectors
Al
e and strengthen low-

Comar

community

1o deliver grants, volunteers, caplial, credit, i
education, and more 1o siabili

and moderate-income neighborhoods and «

ane

dress other

issues of mutus

concern. Wells Farges Community

Lending and Investiments team ako plays 2 critical role
3 supplying cap!

undarserved businesses :

al -~ inchuding debt and
in support of
Wells Fargo’s commitment to econarmic development,

d affardable housing.

<quity - to

nd sommunit

jab crestion, an
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CASE S‘TGIBY{I‘%UELDENGJA BETTER :CDMPASY‘

LIFT programs, other efforts advance
homeownership among diverse customers

cnmmumiie
W arewirks
aeross the

qw»th <mkchnsderx i o)
"ms&‘iortok‘e\p‘ St

wnwch.p anci we e cgmmmec £ hem\'; 8
iFth st fivarics

Cand domaLH‘; arel
ot programs (hat vompmmmn
withi'd com man parpase 1o create s
“homeownership: Throwgh the LIFT pragran
Walls Targo Has Gommitted mare thin $470
of detrn payrient dss
b spport and edusat ‘tompan slerits

tanae; hous

CThrgtigh the endaf 2008 dur dive

SHIP
OMEQWNERSHIF

LIFT PROGRAMS
1IN ADVANCING T

lerding
already have helied wios

shi nuiw
S dompiitie

The African Amerian commitment Taimahad
2017 inparinership with the NAACE: the Na(*'ma]
Uiban Leaguerand the National Assoniatipn of Real
ate Brolers - entalls plans 1o lend $60 billion

with the Nationial Association. of Hisg:
il intladesa ek $12: ‘ﬂ‘wnm

“morigage otiginations di v 0 T ion tosipport
i

il
iancial sdudasion an

ic mmmumzy B v

programs n the
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55
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Other stakeholders

Regulators

Cur main federal regulators include the Federal
Reserve Board, the OCC, the Faderal Deposit Insurance
Corporation, and the CFPB. There also are other federal,
ate, and local rgencies that regulate
Wells Fargy
Enforcement Network, the Securities and Exchange

internationa

and exami such as the Financial Crimes

Commission, and the ULS. Department of Housing and
Urban De

sefopment.

Since the 2008 financial crisis, regulatory expectations
have heightened significantly, and enforcement activity
has incressed in volume and severity. Changes to existing
laws, nules, lred in increased
comphance requirements and expeciations.

and requlations hav

We acknowledge that we have not always met the
expectations of some of our regqulators in recent years
e working hard to add

rebuild trast.

and :

s requlatory matters and

Members of our Board and senior executives are meeting
more fraquently with regulators to address concems and
seek input. In 2018, we formed a new Regulatory Relatiens
group within Corparate Risk designed to provide dedicate
resources to meet our regulatory commitments and

55 the company and to better manage
and-engagement.

obligations acr

our regulatory relationship:

The enterprise Regulatory Relations group will provide
ovarsight and credible challenge to the business lines and
enterprise Furetions to help ensure that we are executing
on the commitments that we've made and responding

in a timely manner. In the nes “bub and spoke” model,
each business line and enterprise fanction will have &

regulatory relations coordination function. This will help
ensure the front line is accountable for managing its
qulatory relations and engagement and adhering to
enterprise policy.

To track our prograss en reguilatory engagerment, we are
enhancing metrics and other measures such as requests.

from regulators on matters requiring attention,
identification of {ssues, timeliness of any remediations,
and closures of public enforcement acti

Ultimately, it is our goal to engage in frequent and open
communication with our regulators, anticipate regulatory
issues, continue to self-identify most of th
have, and self-correct and provide any remediat
quickly as possible.

2 issues we

on as

B

Government officials

Jed with

Government Relations and Public Policy is charg
is Fargo lines of business

leading the work across all Well
and enterpri
the company’s public policy positions that s

e functions to determine and advoeate for
spport and
advance the company, industry, and economic soundness
of the US. The team devises collaborative and integrated
lis Fargo's goals consistently and

efforts that support W
transparently.

As the internal and external environments evolved
over the past few years, se has our approach to
government relations. [t was clear that we needed to
broaden the focus to better establish and ccordinate the
tion of Wells Fargo’s public policy positions;
o about company advancements, products,

determir

communica
and services; and generally deepen relationships with
alllevels of government leaders, trade groups, think

tanks, the academic community, and non-governme:
organizations active in public poliey. Accordingh
crested a new Government Relations and Public Policy
group to integrate several previously separate functions
and to drive & holistic approach that enables the
company to speak with a more unifed voice an public
policy, federal agency, legislative, and political matters.

In 2017, four new areas of practics were added ~

e Policy, Government Agency Affairs, External
and Political Programs. The new consiruct
les Wells Fargo to be more effective in shaping
sublic policy at all levels of government and better
position the compeny in a challenging and rapidly
evolving poli

Relation

enab

al environment.

The Public Poli with Wells Fargo's
leaders to establish consistent and prioritized positions
on public policy matters. Government Agency Affairs
deepens and maintains relattonships with the executive,
branch of the federal government including the White
House and cabinet agencies, and federal regulators on
nen-supervisory matters. Engagement and outreach to
trade associations, think tanks, academics, and policy
focused non-governmental organizations is managed by
External Relations. And Political Programs evaluates and
provides guidanes to Wells Fargo leaders on the political

cy team primarily work

environment and campaigns in addition to developing
atransparent and strategic approach for managing
Wells Fargo's Political Action Commitiees,




I addition, the Federal Government Relations team
and the team conducting State and Local Government
Relations were recrganized and consolidated as part of

rslization of these teams integ:
acy efforts, increases the understand
ses facing the U5, and max i
all Tovels of govemment.

ates the company’s
qr of the ke
Go’s reach

Government Relations and Public Policy is accountable
to maintain and improve the corapany’

reputation
and increase govermment-related stakeholders’
understanding of Wells Fargo - through an improved
quality and level of consistent information about how
we serve customers, how we live our culture, and how we
perforn for our stakehelders (which include government
officials, trade s, and non-
ial organizations invested in public policy).

governy

Under the direction of Government Relations and Public
Policy, Wells Fargo participates in the public policy
arena on a wide range of issues that may impact the
lines. We utilize on-staff
ionals, contract lobbyi

company and our busine
government relations profe
and trade

$50

1

tions to moniter and provide comment
legislation and regulation that may affect
how we serve our customers. Government Relations
and Public Policy must approve any use of company
funds for lobbying. All federal lobbying activities are

R Proposas

clo:

under the Lobbying Disclosure Act (LDA),
which requires that reports be iled quarterly with the
United States Congress. The LDA reports are available
for review on the ULS. House and Senate websites,

While trade groups often determine industry public policy
consensus, our participation in these groups comes with
an understanding that we may not always agree with
every position taken. Decis about our involvement
with trade groups are made by the line of b
managers and local bank leadership in conjunction with

ons

Nness
Government Relations and Public Policy.

We prohibit trade associati

s and groups of which
we are a member from using our corporate fund

for campaign and election aetivities. We inform
thes
1ve of membership dues an
to candidz pendent expanditure
committess, or other divect or indirect contributions to
election campaigns, and expect them to adbere to it
We are not menbers of any tax-exempt organization in
the 118, thet is primarily organized to write, endorse, or

organizations of our policy prohibiting the

] fees for contributions

ate cotnmittees, ind

slation.

promote wodel leg

s faps
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Our focus on continuous

improvement

that is more focused on customers than evi
—with strengthened risk management and ¢
ined processes, an enhanced team member
ence, and & simplified organization.

strearn
exper

Guided by our Vision, Values & Goals, we are making
stead s in fixing what went wrong, improving
our culture, listening to and acting on feedback from
stakeholders, examining our day-to-day business
practices, and being transparent about the issues we
uncover as well as =5, We also are commitied
to daing more to support the thousands of communities
where we do businass.

UE respon:

In short, we are putiing into practice everything we
have learned. As we move forward on cur long-term
transformation, we are committed to building on the many
*ve put in place over the past two years. We have
many metrics {page 95) in place to track our progress, and
we will continue to keep stakeholders informed.

learned from our mistakes, and we will maintain
ce many of the improved practices that have
helped us reach this point in our journey — seeking
feadbs akeholders, making whole
custorners who were harmed, lstening closely to team
members, inspecting our business practices, asking
tough guastions of ourselves, treating our customers
they expect to be treated, communicating transparenily,
and holding ourselves accountable.

ck from many s

We a nfident that the changes we have made —
and continue to make — along with the controls and
safeguards we've put inte place, have addressed the
ses of our sales practices and other
and will prevent them from happening again.

™ot o)

sues

While we cannot promise that we will never ind another
1BsUe at our comparny, we can comniit to this: When we
diseover something that needs to be addressed, we will

take ownership, move quickly to remedy what needs
1o he repaired, make things right for customers, and
communicate with our stakeholders — even if we are
early in the process and don't yet have all of the answers.
We can expect additional public interest as we resolve
previously disclosed matters and continue our work
to rebuild trust.

As we continue our transformation, we will continue
to focus on relationships with external stakeholders,
including investors, community partners, governient
officials, and regulators. We understand the important
roles that these stakeholder @ in the success of our
company, and we are committed to seeking and acting
on their input and keeping ther informed.

We also will continue to enkance our culture to improve
the team member experience. We will continue to inform
team members and seek their input through many
forums, including CEO town halls and leader meetings,
team member surveys, focus groups, and team member
comments on our internal cormmur 1
The changes we are making are d
all team members experience the same
no matter where they are located or what part of the
company they work in.

atforms.

ure that

Vells Fargo

Importantly, we remain committed to placing customers
ove forward. Everything we do starts with
sfy our customers’ financial needs and
help them sueceed financially. We are making changes
to improve our service to customers and providing

liver added convenience, security,

innovation to de
and simplicity.

While we have made strong progress in our efforts to
rebuild trust, our work to improve Wells Fargo will never
be done. We will always look for ways to get better -
that's what great companies do — and we pledge to
continue building a better, stronger company for all
of our stakeholders.
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Measuring our progress

We look at ¢ variety of internal metrics, many of which are publicly disclosed, to measure our progress.
Below are some examples. We also track a number of third-party rankings that you can find on our
Wells Fargo Today quarterly fact sheet.

Team thember

Innovation

Risk management

Shareholder value

“Previcusly d




Affordable housing

Behavioral

xpectations
Board of Directors

Committess

OVEINAnce

Self-evaluation

je for the Better

Code of Ethies and Business Conduct

Compensation and benefits
Complaint management
Community Banking
Communities

I

Consumer Banking
Consumer Strategy
Control Tower

o . '
Corperate citizenship
Culture

Customer remediation

Customer service and adviee

186

Appendix: Index

56, 94

14,15

8, 48-53
8, 29, 48-53
8, 5263, 93

3L &

18,21, 24, 8B

8, 59-40, 86

9, 5761

207, 19, 41042, 45, 56, 93-65

5770

5455

73

4145, 99

-7, 10, 13-30, 34, 89-90

2, B3-64, B8-69, 86
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Executive Summary

On September 8, 2016, the Consumer Financial Protection Bureau (“Consumer Bureau™)
announced a $100 million fine against Wells Fargo Bank, N.A. (“Wells Fargo™) for illegally
opening millions of fraudulent credit card and deposit accounts in its customers” names without
their knowledge or consent.! The Office of the Comptroller of the Currency (*OCC™) announced
a $35 million civil penalty? and the Office of the Los Angeles City Attorney (*LACA™)
announced a $50 million civil penalty against the bank for the same abusive acts.> The
combination of a toxic, high-pressure sales environment at Wells Fargo—along with misconduct
sanctioned, and even encouraged, by its executives—resulted in widespread consumer harm.
Unfortunately, the fraudulent sales practices were not an isolated incident and instead have been
revealed to be just one scandal in a series of revelations of other illicit customer abuses that have
occurred at the bank.

In addition to these fines levied on the bank, Wells Fargo has paid out billions of dollars
for a disturbingly consistent pattern of other wrongdoing. These practices, discussed in Section 1,
include illegal student loan servicing practices, inappropriate checking account overdraft fees,
and unlawful mortgage lending practices, such as overcharging veterans for refinance loans.
There are also allegations that the bank has engaged in unlawful practices that have not yet been
subject to fines and enforcement actions, including enrolling customers in life insurance policies
without their consent,” delaying mortgage closing dates unitil after the expiration of borrowers’
interest rate lock to levy additional fees,” and charging over 570,000 customers for auto
insurance policies they did not need, which resulted in at least 20,000 customers, including
active duty service members, having their vehicles inappropriately repossessed.®

‘When megabanks like Wells Fargo engage in repeated, intentional, regular, deliberate, or
institutionalized misconduct by violating laws and regulations that cause widespread and
significant harm to innocent customers, such conduct warrants the use of regulators’ most severe
enforcement tools to protect the interest of the public and ensure the integrity of the U.S. banking
system.

As Section I of this report describes, the federal prudential banking regulators — the
OCC, the Board of Governors of the Federal Reserve System . (“Federal Reserve Board™), and the
Federal Deposit Insurance Corporation (“FDIC™) — have enforcement tools beyond civil money

! Consumer Financial Protection Bureau, “Consumer Financial Protection Bureau Fines Wells Fargo $100 Million
for Wsdespread Itlegal Practice of Secretly Opening Unauthorized Accounts,” (Sept. 8, 2016), available at:
\umuhnanm vmr"zbom uﬂne“sroom’comumer {inancial- molgcuon -bureau-fines-wells-farpo-100-

nsurance,” CNN Money (Dec. 12, 2016), available at:
{a; go-insurance-scandal-prudential/index.himl.
ee on Leave Amld Rate-L ock Fee Inqmry ! PROPUB! ICA (Feb 22,
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penalties that should be deployed to more effectively deter wrongdoing by highly profitable
megabanks, for which even steep fines for illicit activity seem to amount to merely the cost of
doing business. While regulators can impose large civil money penalties, only the federal
prudential banking regulators have the authority to impose the most severe sanctions against a
bank and its senior executives, such as restricting a bank’s line of business relating to any
fraudulent activity, directing a bank to remove senior officers and directors and permanently
hanning them from working in the industry, revoking a bank’s national charter, or appointing a
receiver to wind down a bank. These underutilized authorities should be, but have not been in
the case of Wells Fargo, exercised in order to adequately combat rampant, illicit activity by a
bank.

Obtaining a national charter and operating a federally-insured bank in the United States is
a privilege, not an entitlement, which is conditioned upon compliance with all applicable laws
and regulations and is subject to the regulatory purpose for which Congress established banking
laws. The federal prudential banking regulators’ seeming unwillingness to exercise their
strongest statutory enforcement powers demonstrates the need for an additional review from
Congress. Legislation is needed to address the regulators’ reluctance to use all available
enforcement powers, and to underscore the importance of deterrence to these regulators and the
banks they supervise. Because megabanks-offer and provide financial products and services to
millions of American consumers, it is particularly important for Congress to close any loopholes
that have shielded executives and senior management at these institutions who knew, or should
have known, about the repeated violations of consumer protections that transpired under their
leadership. Potential remedies to address this problem will be discussed in Section IHL.

Unfortunately, the House Financial Services Committee (“Committee™) Republicans’
investigation into Wells Fargo’s fraudulent sales practices has focused primarily on the role of
the Consumer Bureau instead of the Jong list of illegal conduct by the bank outlined in this
report. Furthermore, Committee Republicans have yet to announce any hearings this year to
have Wells Fargo’s senior leadership discuss additional revelations of wrongdoing that have
been unmasked since the last hearing held on this matter over a year ago in September 2016,
despite a specific request by the Committee’s Ranking Member and other senior Committee
Democrats to do so. In licu of a more robust and holistic investigation by Commitiee
Republicans, this staff report attempts to shine a light on Wells Fargo’s long list of illicit
activities that have harmed consumers, identify the broad array of enforcement tools available to
regulators, and underscore potential legislative and regulatory solutions that would better protect
consumers and to achieve actual accountability for unlawful practices at megabanks by ensuring
the leadership within these institutions are held accountable. Such steps would serve as a
deterrent to stop megabanks from continuing to engage in schemes that reap huge profits at the
expense of consumers and in violation of laws and regulations.
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Findings

Wells Fargo Hus Demonstrated a Pattern of Egregiously Harming Hs Customers

L

Wells Fargo has repeatedly engaged in a pattern of consumer abuses and other violations
of law, which have unjustly enriched the bank at the expense of the bank’s customers.
When a megabank has engaged in a pattern of extensive violations of law that harms
millions of consumers, like Wells Fargo has, it should not be allowed to continue to
operate within our nation’s banking system, and avail itself of all of the associated
privileges afforded to it.

Prudential Regulators Have Failed to Use Their Most Severe Tools to Shut Down Recidivist
Megabanks

To date, Wells Fargo has not been deterred by the current enforcement tools utilized by
regulators. Even civil money penalties in the billions have proven ineffective in stopping
a trillion dollar megabank like Wells Fargo from engaging in practices that repeatedly
harm consumers, because fines — even extremely large ones — solely amount to the
“cost of doing business” for these institutions. Furthermore, penalties imposed on
megabanks are often actually paid by shareholders, not the chief executives and senior
officials responsible for the wrongdoing at the institution. As such, while fines have
resulted in bad publicity that may temporarily lower a bank’s share prices, the leadership
within these megabanks, who condoned or failed to stop the unlawful practices, are
rarely, if ever, held personally accountable.

While regulators, including the Consumer Bureau, have the authority to impose civil
money penalties, and have done so, federal prudential banking regulators, including the
OCC, Federal Reserve Board, and FDIC, have not fully utilized other enforcement tools
with respect to Wells Fargo, including restricting the bank’s line of business, directing
the bank to remove senior officers and directors and barring them from working at
another bank, revoking the bank’s charter, or terminating the bank’s federal deposit
insurance.

Effective Deterrence Demands the Use of Robust Enforcement Tools to End Unlawful
Practices of Megabanks and their Senior Officers and Directors

If federal prudential banking regulators refuse to deploy their most aggressive
enforcement tools to shut down a megabank like Wells Fargo that has engaged in a
pattern of repeated violations of consumer protection laws, Congress should consider
legislation mandating the use of these tools to finally end such conduct and examine ways
to improve accountability and address barriers that have previously prevented regulators
and law enforcement from imposing civil and criminal penalties against the senior
executives at these megabanks.

Committee Republicans’ failure to conduct a full-scale investigation into the long list of
Wells Fargo’s illicit practices or agree to Committee Democrats’ request to hold a
follow-up hearing with Wells Fargo’s current executives demonstrates a fatal flaw in the
scope and credibility of the Committee Republican’s investigation to date. Instead of a
tunnel-vision focus on the Consumer Bureau, the Committee should more fully review
Wells Fargo’s misdeeds, the full suite of enforcement tools that can be used by all federal
prudential banking regulators, and consider legislative and regulatory remedies that may
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be needed to ensure that a megabank cannot engage in a pattern of illicit activity that
harms millions of consumers with impunity.

I. Repeat Offender: Wells Fargo and its Record of Repeatedly and Egregiounsly Harming
its Customers

Wells Fargo has established a track record of repeatedly and egregiously harming its
customers in an astonishing and growing variety of ways. According to one estimate, Wells
Fargo & Company and its subsidiaries have paid over 8§11 billion in fines and penalties for
consumer and other violations since 2000.7 It appears that a series of large monetary penalties
have not been a sufficient deterrent for Wells Fargo, a company with over $1.93 trillion in assets
that has generated over $200 billion in profits since 2000.%

As some observers and experts have noted, large fines amount to the “cost of doing
business” for large corporations and megabanks like Wells Fargo, and they do not serve as an
adequate deterrent to stop similar bad behavior.” Indeed, Wells Fargo has continually chosen to
eschew its consumer protection responsibilities, and instead has presumably engaged in
systematic abuses to maximize profits. A sample of the bank’s most grievous actions, which
appear to permeate every division of its consumer lending business, are detailed below.

" Good Jobs First, “Tracking Subsidies, Promoting Accountability in Economic Development.” Violation Tracker
Parent Company Sunmymary for Wells Fargo, available at:
hitpeviolationwacker. goodiobsfirstore/pros. pho?parent=wells-fa
“Wells Fargo Scandal Tracker” (Sep. 18, 2017), availuble at: hitp:/’b
ot/
mpany Annual Reports and Proxy Statements, available at:

so.comfabout/investor-relations/; -reports/. Since the inception of Wells Fargo’s
fraudulent account scandal, which is believed to be in 2 Wells Fargo has accumulated nearly $200 billion in
profits. See appendix for annual profits by year for Wells Fargo.
? See David Dayen, “Give Wells Fargo the Corporate Death Penalty.” The New Republic (Aug. 1, 2017), available

ee also Americans for Financial Reform,
og.ourfinancialsecurity.org/2017/09 wells-

Corrupt Bankers Avoid Jail,” New Yorker (July 31, 2017), available at:

hitos:/Awww . newvorker.comvmagazineg/2017/07/3 why-corrupt-bankers-avoid-iail; Kyle Noonan, “The Case for a
Federal Corporate Charter Revocation Penalty,” The George Washington Law Review (Feb. 2012), available at:
httesfwww. gwlrorg/wo-content/uploads/ 201 2/03/80-2-Noonan.pdf; and The Honorable Jed 8. Rakoff, *The
Financial Crisis: Why Flave No High-Level Executives Been Prosecuted?” The New York Review of Books (Jan. 9,
2014), available at: hitp://www.nvhooks.com/articles/2014/01/09/financial-crisis-why-no-executive-prosecytions/.

6
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Figure 1. Wells Fargo’s Profits Compared to Penalties Paid by the Bank Since 2000

Wells Farpo: Profits Drastically Exceed Penalties
{2000-2017, Billions of Boltars)
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Source: Committee on Financial Services, Democratic Staff

A. Millions of Fraudulent Customer Accounts

On September 8, 2016, the Consumer Bureau, the Office of the Log Angeles City
Attorney, and the OCC revealed that Wells Fargo had opened at least 2 million customer
accounts without the authorization or knowledge of its customers. Under its consent order with
the Consumer Bureau, Wells Fargo is required to take a number of remedial steps to improve its
compliance with federal consumer protection laws, pay restitution to consumers harmed by the
bank’s fraudulent account scandal, and pay civil money penalties of $100 million.'? Under its

1% Consumer Financial Protection Bureau, In the Matter of: Wells Fargo Bank, N.A. Consent Order, 2016-CFPB-
0015 (Sept. 8, 2016), available ar:

Wells Fargo Bank, N.A. Consent Order, 2016-CFPB-0015 (Sept. 8, 2016), available at:
ifiles.consumerfinang documents 092016 _cfpb_ WFEFBconsentorder.pdf. Subsequent actions that have
occurred since Wells Fargo was exposed for its fraudulent account scandal include, the firing of more than 5,300
Wells Fargo employees, removal of 700 manager positions, clawbacks of over $70 million in bonuses paid to four
executives, and the resignation of the bank’s former chief executive officer, John Stumpf. Additionally, Wells Fargo
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consent order with the OCC, the bank also agreed to take certain remedial steps to address its
sales practices that were deemed unsafe or unsound business practices by the agency, and pay an
additional $35 million civil money penalty to the OCC.!" Wells Fargo agreed to another $350
million in penalties as settlement to its lawsuit with the LACA. 2

In Wells Fargo’s March 2017 annual public SEC filing, the bank warned investors that its
original estimate of the number of accounts opened during the fraudulent account scandal period
may have been low, and recently, Wells Fargo disclosed that a third-party review of Wells
Fargo’s business records indicates that the number of fraudulent accounts is closer to 3.5 million
from the period of January 2009 to September 2016,

Wells Fargo’s fraudulent account practices began in 2002, if not earlier.'* The company’s
troubling sales practices (a result of “cross-selling™) and the employee misconduct that emanated
from them were sanctioned, and even encouraged, by upper-level management within the
company. Per Wells Fargo’s own records, its employees would open unauthorized customer
checking accounts to meet sales goals, and then transfer funds from consumers’ authorized
accounts to fund the unauthorized ones. Furthermore, the bank’s employees opened unauthorized
credit card accounts by “utilizing a bank database to identify customers who had been pre-
approved for credit cards, then ordered cards without asking them.”

According to an internal investigation performed by Wells Fargo’s Independent Directors
of the Board, “[iln 2002, the Community Bank [Wells Fargo] took steps to address an increase in

is being sued by its shareholders for misleading them about the severity of the account scandal, and in its most
recent quarterly filing with the SEC, the bank disclosed that its review of the expanded fraudulent account timeline
“may lead to a significant increase in the identified number of potentially unauthorized accounts™ which is currently
estimated at 3.5 million, The OCC also removed the lead examiner responsible for overseeing Wells Fargo from his
position at the agency.
1 Press Release, Office of the Comptroller of the Currency, “*OCC Assesses Penalty Against Wells Fargo, Orders
Re;mutxon for Unsafe or Unsound Sales Practices,” (Sept. 8, 2016), available at: https://Wiww.0ce,[reas. gov/news-
/ ’.’”()l() r-oce-2016-106 hunlhtips Y wwvw.ooc treas. govinews-{ssuances/news-

-106 html.
2 Press Release Los Anae%es City Attorney, “Los Angeles City Attorney Mike Feuer Achieves Historic Result in
Consumer Action Against Wells Fargo; Bank to Make Restitution to Customers, Pay $50-million in Penalties;
Unprecedented Coordination with Federal Regulators to Benefit Consumers Nationwide,” (Sept. 8, 2016), available
czl httpwww, hcsrmtmmc\ org/single-post/2016/09/08/Los-Angeles ttornev-Mike-Feuer-A Lh(cxca-

" n -Consumer- »\mcn \aamst Wells-Fargo-Bank-to ]

§ OnSUmErs: .
0P/ "’()!(} 09708/ 1 os-Angeles-City \ttumc\ \hkc Feuer-
Achieves-His 'L,—Resuimn—('onsutner«;\di(m—Awai rzo-Bank-to-Make-Restitution-to-Customers-Payv-
S0-million-in-Penalties-Unprecedented-Coordination- “ederal-Regulators-to-Benefit-Consumers-Nationwide.
13 Y aura T Keller, “Wells Fargo Boosts Fake -Account Estimate 67% to 3.5 million,” Bloomberg (Aug. 31, 2017),
available at: htps://www.bloomberg.com/news/articles/2017-08-3 1/wells-fargo-increases-fake-account-estimate-
67-t0-3-3-million; Kartikay Mehrotra and Laura J Keller, “Wells Fargo’s Fake Accounts Grow to 3.5 Million in
Suit,” Bl()ambcw {May 1 2017), available ar: https:/iwww.bloomberg.com/news/articles/2017-05-12/wells-fargo-
10-3-5- mllhon

2016) amrlah!e az. http:
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sales practice violations,”'® and “until as late as 2015...sales practices were labeled a *high risk’
in materials provided to the Risk Committee of the Board.™” However, in June 2016, when
asked about the company’s aggressive cross-selling culture, current Wells Fargo Chief Executive
Officer Tim Sloan, who was then the bank’s Chief Financial Officer, said that the company had
not “pushed that strategy to the limit” and “the fundamental strategy that [Wells Fargo had was]
not going to change.”'® Wells Fargo’s executives and directors of the Board did not address the
aggressive sales practices until after the September 8, 2016 regulatory enforcement action. On
September 13, 2016, the bank eliminated product sales goals in the retail bank, and in January
2017 the bank put a new incentive program in place that focused on customer service rather than
selling products.*’

As a result of the fraudulent account scandal, Wells Fargo’s customers incurred financial
penalties for having insufficient funds in their accounts with the bank, were charged unwarranted
fees and finance charges for credit cards opened without their consent, and consequently may
have had their credit scores negatively impacted.*®

Below is the state-by-state list, provided to the Committee by Wells Fargo, of the number
of checking and credit card accounts opened by Wells Fargo staff within the 2.1 million
fraudulent accounts initially identified in 2016, as well as a breakdown of how many employees
were fired per state of the 5,300 employees fired between 2011 and 2015,

Figure 2. State-by-State Breakdown of Wells Fargo’s Number of Unauthorized Accounts
and Number of Employees Fired (Source: Wells Fargo)

Alabama 22,795 86
Alaska 5,970 7
Arizona 178,972 211

Arkansas 1,310 4
California 897,972 1,421

¢ Wells Fargo, “Independent Directors of the Board of V\/LH‘S eruo & ( Qmpdny Sfileﬁ Prdclxcﬂ !nvc,suoahon
Report,” at pg. 31, (Apr. 10, 2017), available at: hitps 3
relations/ nruug{_@smnxﬂo i 7éhoard-report.pdf.

P id. atpg. 14,

18 Kristin Broughton and Robert Bar! ba “de\mc the Bram cf Wdls Farﬂn 's (I ;ke y) Next CFO
{Jun. 16, 2016), available at: htt
ceo.

© Wells Fargo, “Independent Directors of the Board of Wells Fargo & Company Sales Practices Investigation
Report,” at pg. 8.

2 Matt Bgan, 3,300 Wells Fargo employees fired over 2 million phony accounts,” CNN Money (Sept. 9, 2016),
available at: Wpy//money.cnn.com/2016/09/08/investing/wells-fargo-created-phonv-accounts-bank-fees/index. html;

American Banker
gos-likely-next-

see alqo Renae Meriu "‘Welh Fargo's scdndal damaccd their cmdit scores. W)mt docs the bank owe 1hem”" The




‘ Co]orade‘

64,481 235
Connecticut 11,497 64
Delaware 4,255 19
Florida 117,752 602
Georgia 55,579 128
Hawaii 805 N/A
Idaho 14,316 31
Hlinois 4,890 14
Indiana 5,222 18
lowa 12,630 58
Kansas 1,296 2
Kentucky 629 1
Louisiana 862 N/A
Maine 217 N/A
Maryland 15,391 56
Massachusetts 1,142 1
Michigan 2.891 8
Minnesota 31,238 172
Mississippi 2,355 3
Missouri 1,191 7
Montana 8,352 16
Nebraska 12,348 47
Nevada 53,675 154
New Hampshire 217 N/A
New Jersey 95,921 302
New Mexico 18,847 53
New York 24,048 102
North Carolina 38,722 168
North Dakota 1,939 5
Ohio 1,579 7
Oklahoma 761 N/A
Oregon 35,202 87
Pennsylvania 79,918 241
Rhode Island 192 N/A
South Carolina 23,327 78
South Dakota 4,803 31
Tennessee 3,534 10
Texas 149,857 529
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Utah 41,686 72
Vermont 144 N/A
Virginia 41,703 189

Washington 38,861 58
Washington, DC 2,433 25
West Virginia 341 N/A
Wisconsin 8,922 27
Wyoming 2,317 18

Source: House Committee on Financial Services, “Holding Wall Street Accountable: Investigating Wells
Fargo™s Opening of Unauthorized Customer Accounts,” (Sept. 29, 2016), Wells Fargo & Company’s
Responses to Questions for the Record.

*N/A is listed for states in which the number of employees fired in connection with the fraudulent account
scandal was not provided.

Moreover, Wells Fargo previously attempted to enforce its mandatory pre-dispute
arbitration clauses in the contracts of these defrauded customers in an effort to block harmed
consumers from joining together in a class-action suit and pursuing remedies in a court of law.
Although Wells Fargo eventually gave up its fight to compel arbitration in one of the larger
settlement cases, the bank’s blatant attempts to evade full responsibility and mitigate customer
redress are shocking.*! In a response to a written question from Committee Democrats, former
Wells Fargo CEOQ John Stumpf wrote, “We are working to connect with customers and, for those
negatively impacted by unauthorized accounts, to fix the issues. For those cases that may require
additional attention, Wells Fargo is offering a no-cost mediation option to its customers.”**
However, Mr. Stumpf neglected to mention that banks like Wells Fargo win an overwhelming 93
percent of these “no-cost mediation” proceedings initiated under mandatory pre-dispute
arbitration clauses, and in the rare instances that consumers do recover money under arbitration,
the recovery on average is only 12 cents on each dollar that they have lost due to anti-consumer
practices by the bank.”

On a related note, Congressional Republicans have been aggressively attempting to pass
a joint resolution pursuant to the Congressional Review Act that would repeal a new rule the
Consumer Bureau finalized earlier this year to prevent financial institutions, like Wells Fargo,
from using mandatory pre-dispute arbitration clauses to restrict consumers ability to join with

*1 Jabbari, et. al. v. Wells Fargo & Co., available at:

hitps://econsumermedialle. fles,wordpress.cony/2016/ 1 2/calcompel pdf

2 Fouse Committee on Financial Services, “Holding Wall Street Accountable: Investigating Wells Fargo’s Opening
of Unauthorized Customer Accounts,” Wells Fargo & Company’s Responses to Questions for the Record, pg. 3
(Sept. 29, 2016).

* Linda Sherry, “Finally! A rule to stop companies from ripping off consumers,” The Hill (Jun. 24, 2016), available
at: Httpd/thehilleconyblogs/congress-blog/iudicial/28468 7-finally-a-rule-to-stop-companies-from-ripping-off-

11
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other harmed consumers and seek remedies in court.> The House passed such a measure on July
25,2017,% and the Senate may take up the matter soon.

B. IHlegal Student Loan Servicing Practices

In August 2016, the Consumer Bureau took action against Wells Fargo for the bank’s
illegal student loan servicing practices.”® After investigating the bank for 10 months,?” the
Consumer Bureau found that Wells Fargo “failed to provide important payment information to
consumers, charged consumers illegal fees, and failed to update inaccurate credit report
information.”?® Under the consent order with the bank, the Consumer Bureau required Wells
Fargo to reimburse harmed customers the amount of $410,000 and pay an additional $3.6 million
dollars in civil money penalties.?” According to the Consumer Bureau’s findings stated in the
consent order, in a familiar pattern for the bank, Wells Fargo processed student loan payments in
a way that caused its customers to incur additional costs and fees in an attempt to maximize the
bank’s profits.*® According to Richard Cordray, the Director of the Consumer Bureau, “Wells
Fargo hit borrowers with illegal fees and deprived others of critical information needed to
effectively manage their student loan accounts.” In a time when over 44 million borrowers in the

J.S. have more than $1.34 trillion in student loan debt, and one in six of those borrowers are
severely delinquent in repayment,” Wells Fargo’s actions constitute a failure that has unduly

** For more information, se¢ Press Release, “Democratic Staff Report Documents Successes of Consumer Financial
Protccmm Bun.du lmportance of Ru}emakino on ched Arbiuation,” (July 24,2017y, amilab/e at:

Waters Openmg Floor ﬂtau,mcm in Oppﬂsmon to Repubhum Rmohmon to Repeal Fm‘ced Arbntrduon Ruk (July
25,2017, available at: h ‘demoers
financialservices house govine \;A’dmum tsingle.aspx?DocumentID=4007 16: Press Release, “Waters Condemns
Republican Effort to Repeal Forced Arbitration Rule,” (July 25, 2017), available at: https//democrats-
financialservices. house govinews/documentsingle.aspx?DocumentID=400717; and
Press Release, “ICYMI: Waters Joins Pelosi, Warren in Fight Against Republican Atiempts to Repeal Forced
Avrbitration Rule,” (July 26, 2017, available at: hity ’ggmgx‘ s~
_tunnualeemcw house. vouncm dmumcmmw]

2 Pregs Release, Consumer Financial Protection Bureau, “CFPB Takes Action Against Wel s Fargo for [Hegal

Student Loan Servicing Practices,” (Aug. 22, 2016}, available at: hitps://www consumerfinance. oo\faboub

ewsroom/cipb-takes-action-against-wells-fargo-itlegal-student-loan-servicing-practice

Ashiee Kieler, “Wells Fargo Must Pay $4M Over Allegedly Hiegal Student Loan Servicing,” Consumerist (Aug.

22, 2016), available wi: hitps://consumerist.eom/2016/08/22wells-farso-must-pay-4m-over-allegedly-illegal-

student-loan-servicing/.

*Press Release, Consumer Financial Protection Bureau, “CFPB Takes Action /\Oamst Weiis Fax 20 tox Hleg"si

Student Loan Servicing Practices,” (Aug. 22, 2016), available at: htt
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“1d.

¥ Consent Order, In the Matter of: Wells Fargo Bank, NLA., 2016-CFPB-0013, pgs. 6-9 (Aug. 22, 2016), available
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increased the amount of delinquent student loan accounts, and unjustly caused financial harm to
its private student loan borrowers.

C. Checking Account Overdraft Fees

In dozens of separate cases secking class action status, Wells Fargo is accused of re-
ordering the posting of consumer debit card charges in order to obtain the maximum amount of
overdraft fees from its customers. Prior to 2001, Wells Fargo posted debits from low-to high (as
was common industry practice at that time), which allowed for as many items as the account
balance could possibly cover before any overdraft fees would be charged for insufficient funds
tied to overdrafts. However, starting in 2001, Wells Fargo began resequencing debit transactions
to post in highest-to-lowest order, which had the immediate effect of maximizing the number of
overdraft fees charged to customers.™

In the 2010 class action case, Gutierrez v. Wells Fargo Bank, N.A., the U.S. District
Court of the Northem District of California found that Wells Fargo’s actions were deliberate,
calculated, and the result of a brazen push for profits.®® In spite of Wells Fargo’s claims that
there was no nefarious intent behind its decision to reorder customer debit transactions, the judge
in the case stated that:

“The trial record {in the case] is most telling about the true reasons Wells Fargo adopted
high-to-low bookkeeping [...]. Internal bank memos and emails leave no doubt that,
overdraft revenue being a big profit center, the bask’s dominant, indeed sole,
motive was to maximize the number of overdrafts and squeeze as much as possible out
of what it called its "ODRI [overdraft/returned item] customers"” and particularly out of
the four percent of ODRI customers it recognized supplied a whopping 40 percent of its
total overdraft and returned-item revenue. This internal history — which is laid bare in
the bank's internal memos — is so at odds with the bank’s theme of "open and honest"
communication and that "overdrafts must be discouraged” that the details will be spread
herein|...]

Overdraft fees are the second-largest source of revenue for Wells Fargo's consumer
deposits group, the division of the bank dedicated to providing customers with checking
accounts, savings accounts, and debit cards. The revenue generated from these fees has
been massive. In California alone, Wells Fargo assessed over $1.4 billion in overdraft
penalties between 2005 and 2007. Only spread income — money the bank generated
using deposited funds — produced more revenue.” (emphasis added).”*

2 See Gutierrez v. Wells Fargo Bank, N.A., 730 F. Supp. 2d 1080 (2610) *To illustrate, assume that a customer has
$100 in his account and uses his debit card to buy ten small items totaling $99 followed by one large item for $100,
all of which are presented to the bank for payment on the same business day. Using a Jow-to-high posting order,
there would be only be one overdraft -— the one triggered by the $100 purchase. Using high-to-low resequencing,
however, there would be fen overdrafts — because the largest $100 item would be posted first and thus would use
up the balance as quickly as possible.™).

H1d.
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The district court ordered Wells Fargo to stop posting transactions in high-to-low order, and to
pay out $203 million in restitution to its customers.”* Nevertheless, Wells Fargo continues to
defend its abusive and deceptive overdraft practices. While other large banks settled similar class
action lawsuits;’® Wells Fargo is still pursuing an appeal to overturn the California district court
ruling and push its aggrieved customers into bank-friendly forced arbitration proceedings.’’

D. Mortgage Lending

i. VA Loan Refinancing Fraud

Wells Fargo is accused of violating the False Claims Act® by defrauding veterans and
charging them illegal fees under its mortgage refinance program, and then concealing those fees
from the government so the bank could receive guarantees from the U.S. Department of Veterans
Affairs.>® When lenders provide veteran borrowers with interest rate reduction refinance loans on
their homes, the lenders are not allowed to charge attorney fees, escrow fees, or closing fees, but
they are authorized to charge a reasonable fee for a title examination.”® In 2006, a group of
whistleblowers revealed that Wells Fargo was advising brokers that the impermissible fees
should lumped into title examination costs.! As a result, veterans were paying hundreds of
dollars more than they needed to pay to refinance. The government was also harmed because it
was guaranteeing the loans, and the additional costs raised the risk of default on the loans. Wells
Fargo claimed that it lacked the intent necessary to violate the False Claims Act, but on August
4, 2017, the bank paid the government $108 million to settle a lawsuit related to the allegations.*

ii. Discriminatory Mortgage Lending
Over the past several years, the cities of Los Angeles, Miami, Oakland, Baltimore,
Memphis, and Philadelphia have all filed lawsuits against Wells Fargo,*® asserting that the bank
steered African-American and Latino homebuyers into more expensive mortgages compared to

#1d.
3 Andrew Martin, “Bank of America to Settle Overdraft Suit for $410 Million,” NEW YORK TiMes (May 23, 2011),
available ai: htinyiwww nvtimes.com/2011/03/24/business/ 24bank html.

¥ 1t is worth noting that Wells Fargo only attempted to invoke its forced-arbitration contract provisions affer it Tost
the overdraft fee suit at the trial level, once again demonstrating how large companies depend on forced arbitration
clauses as a means to evade accountability. In 2016, a Florida district court advised Wells Fargo that it waived any
rights it had to compel arbitration when it chose instead to litigate for years in hopes of winning in court, but Wells
Fargo continues to pursue arbitration in an attempt to avoid paying out restitution to its victims in the class action
suifs.

B 31 US.C. §§ 3729 - 3733. The False Claims Act gives the government and citizens the right to sue people or
corporations who knowingly submit a false claim for payment to the government.

* Jonathan Stempel, “Wells Fargo to pay 1.8, $108 million over veterans’ :
available at: hips//www.renters,com/article/us-wellsfargo-settlement-idUSKBNIAK UL
13,8, Department of Veterans Affairs Lenders Handbook, VA Pamphlet 26-7, Chapter 8:Borrower Fees and
Charges and the VA Funding Fee, available ar:

brtp:/www benefits. va.gov/warms/dog
A United Stetes v. Wells Fargo Home Morigage, et al., Case No. 1:06-cv-00547 (D. Ga. Mar. 8, 2006).
21d.

4 3, Weston Phippen, “Philadelphia’s Lawsuit Ag
https://www theatlantic.com/news/archive/201 7/

inst Wells Fargo,” THE ATLANTIC (May 15, 2017), available at:
Siphiladelphia-wells-farso-lawsuit/S26758/
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their white counterparts, which is a violation of the Fair Housing Act of 1986, and resulted ina
disparate number of foreclosures for minority borrowers.* According to the City of Los
Angeles, between 2004 and 2014, Wells Fargo’s African-American borrowers were twice as
likely to receive high-cost loans when compared with white borrowers with similar credit
backgrounds, and Latino borrowers were 1.7 times as likely to receive costly loans when
compared with white borrowers with similar credit backgrounds.” The U.S. District Coutt of the
Northern District of California ultimately decided that the city would need to present additional
evidence to support the allegations in its complaint that policies of the bank pushed minority
borrowers into pricier or riskier mortgages than those offered to white borrowers, and the U.S.
Ninth Circnit Court of Appeals upheld the lower court’s decision.*® However, the U.S. Supreme
Court has ruled that cities can sue banks for such violations under the Fair Housing Act,*” and
several cities have severed ties with the bank. Philadelphia City Councilwoman Cindy Bass has
even called the bank the “antithesis of corporate social responsibility.”*®

Wells Fargo is also accused of negligently maintaining homes in predominantly minority
neighborhoods during the same time frame. According to research by the National Fair Housing
Alliance (“NFHA™), Wells Fargo maintained and marketed properties that it owned in
predominantly white areas “in materially better condition™ than properties that it owned in
neighborhoods that are predominantly African-American, Latino, or non-white, all in violation of
the Fair Housing Act.** Wells Fargo paid $42 million to settle a lawsuit regarding these
allegations.™ ~

 City of Los Angeles v. Wells Fargo & Co.,, 201318, Dist. LEXIS 93451, 2015 WL 4398858 (2015 ("In
describing the specifics of reverse redlining, the City of Los Angeles identifies in its corplaint eight types of
allegedly "predatory” home loans issued by Wells Fargo to minority borrowers: (1) high-cost loans {defined by the
City as loans with an interest rate three percentage points or more above the federally established benchmark); (2)
subprime loans; (3) interest-only loans; (4) balloon payment loans; (5) loans with prepayment penalties; (6}
negative-amortization loans; (7) no-documentation Joans; and (8) adjustable rate mortgage loans with "teaser”
rates.”).

Bid

¥ See gen., James Rufus Koren, “Appeals court deals setback to L.A. mortgage discrimination suits against big
banks,” Los Angeles Times (May 30, 2017), available at: http://www latimes com/business/la-fi-mortgage-
diserimination-appeal-20170330-story htmi.

47 Adam Liptak, “Supreme Court Rules Miami Can Sue for Predatory Lending,” NEw YORK TivES {May 1,
7017)(mmg B"mk of Amenca C orp v. City m‘ Miami, Horldd q8! us (“7017) availab[e ai:

"0]7) available at: hitp:/
iendm M‘mcucm ]0 S

¢ ‘em Ay rmd '"’()1”'04 2014~ 08 37 \I‘H A RE () mnm’i pdf
LS. Department of Housing and Urban Development, Conciliation Agreement under the Fair Housing Act
between National Fair Housmg Alliance et al. and Wells Fargo Bank, N.A., Case No. 09-12-0708-8 (2013),
available at: hitp wnalfairhousing.org/wp-

ent/uploads ccytionVersionofNFHAConciliationAgreement.pdf
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Wells Fargo previously paid $175 million dollars to the U.S. Department of Justice
(*DOJ™) — the second largest fair lending settlement in the DOJ’s history®! — over allegations
that it overcharged borrowers of color for mortgage loans and wrongly steered them into
subprime mortgages during the financial crists, which one DOJ official called “a “racial
surtax.”* While discussing the DOJ settlemént, an Assistant U.S. Attorney General opined that
the Wells Fargo case was “about real people, African-American and Latino, who suffered real
harm as a result of Wells Fargo's diseriminatory lending practices,” and that “people with similar
qualifications [...] should be judged by the content of their creditworthiness and not the color of
their skin.”*?

iil. Hlegal Loan Modifications

In June 2017, certain borrowers seeking bankruptey protection filed a class action lawsuit
against Wells Fargo in the U.S. Bankruptey Court for the Western District of North Carolina,
claiming the bank has improperly used the Bankruptcy Code and Rules to force debtors into
mortgage loan modifications that neither the borrowers nor the bankruptey courts presiding over
the related bankruptcy cases requested or approved.® According to the filed complaint, the bank
has an unlawful practice of filing unauthorized Notice of Mortgage Payment Change forms in
bankruptcy proceedings, which may slightly reduce the borrower’s monthly mortgage payments,
but also extends the term of the mortgage by decades and thereby exposes the borrower to tens of
thousands of dollars more in additional interest payments.” In defiance of multiple court orders
that instruct Wells Fargo to withdraw its unauthorized mortgage modifications in several cases
because they were violations of due process, the bank has continued to file unauthorized Notice
of Mortgage Payment Change forms in bankruptey proceedings.™ In addition to the class action
lawsuit, seven other cases eriticizing the bank’s loan modification practices have arisen in

! The largest fair lending settlement in the DO history is the Countrywide Financial Corporation settlement, See
Press Release, U.S. Department of Justice, “Justice Department Reaches $355 Million Settlement to Resolve
Allegations of Lending Discrimination by Countrywide Financial Corporation,” (Jun. 22, 2015), available at:

* See Press Release, U.S. Department of Justice, “Justice Department Reaches Settlement with Wells Fargo
Resulting in More Than $175 Milljon in Relief for Homeowners to Resolve Fair Lending Claims,{Jul. 12, 2012),
available at: Witpsy/iwww lustice.goviopalpr

* Yian Q. Mui, “Wells Fargo, Justice Department settle discrimination case for $175 million,” The Washington Post

(Jul. 12, 2012), available at: hitps/iwww.washingtonpost.com/bus Jeconomywells-farco-iustice-department-
settle-discrimination-case-for-175-million/201 2/07/1 /¢ JOAX 66 Ze W _story. himi Zutm_tenm=7739dd30077

4 Plaintiff”s Original Class Complaint and Application for Injunctive Relief, Cotton'v. Wells Fargo Bank, N.A.,
Bankr. W.D. N.C.(2017), available ar: btipsi//consumenmedialic fifes wordpress.oomy/2017/06/ Ladf

3 1d. at pgs. $-13. The named plaintiffs in the class action lawsuit, the Cottons, claim that they had voluntarily filed
a Chapter 13 bankruptcy petition, but were current on their mortgage payments to Wells Fargo when the bankruptey
petition was filed and remained current on their mortgage payments throughout the pendency of their bankruptey
case. However, without the Cottons knowledge or consent, Wells Fargo filed a mortgage payment change notice
with the bankruptey court, requesting modification of the Cotton’s mortgage payments to be paid by the appointed
Trustee. The mortgage payment amounts ware reduced by approximately $130 per month, however, the term of the
Cotton’s mortgage was extended by nearly 26 vears, which would result in up to $129,319 in additional interest fees.
3% Obj. to Notice of Mortgage Payment Change at 6, Cotton v. Wells Fargo Bank, N.A., Bankr. W.ID. N.C. {2016)
{Case No. 14-30287).
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Louisiana, New Jersey, North Carolina, Pennsylvania, and Texas.”” Some borrowers even allege
that Wells Fargo’s unlawful practice of modifying mortgage terms without the borrower’s
consent or knowledge have sent them into bankruptcy.’® Wells Fargo has admitted to pushing
unknowing customers into these modifications “at least 100 times in cases that were pending as
of April 24, 2017,"% and the bank has profited handsomely from the loan modifications,
receiving “up to $1,600” from the government for each distressed loan it modified.*” In response
to one borrower complaint related to the unwanted loan modifications, a bankruptey court judge
called Wells Fargo’s practices “beyond the pale of due process.”®!

iv. Fraudulent Mortgage Fees

When consumers apply for mortgages, it is standard industry practice for lenders to
guarantee an interest rate for the borrower for a set period of time, typically 30 to 60 days. These
interest rate “locks™ protect borrowers from rising interest rates while they are attempting to buy
a home.® In January 2017, investigative reporters discovered that Wells Fargo was
systematically delaying customers’ mortgage closing dates until after the expiration of the
borrower’s interest rate lock period in an attempt to pocket additional fees.®® Former bank
employees in Los Angeles said the delays “were usually the bank’s fault, but management forced
them to blame the customers.”® As a result, customers ended up paying fees of $1,500 or more
for the bank’s deceptive practices.®® Since the story was initially published, other current and
former Wells Fargo employees and customers have come forward to corroborate the claims, and
allege that these practices extend far beyond the Los Angeles area.*® Furthermore, a former
Wells Fargo employee said that he was fired for trying to report the abuses—which included
wrongfully blaming customers for the bank’s errors and falsifying documents to back up the
bank’s false narratives—in violation of federal whistleblower laws.®” A former branch officer
who was aware of the practices said: “I believed in Wells Fargo. I loved Wells Fargo. But it was
just stealing from people.”®®

¥ Giretchen Morgenson, “Wells Fargo Is Accused of Making Tmproper Changes to Mortgages,” NEW YORK TIMES
(Jun. 14, 2017), available at: https://www.nytimes.com/2017/06/14/business/wells-farso-loan-morteage html.

% Kartikay Mehrotra, Laura I Keller, and Margaret Cronin Fisk, “How Wells Fargo’s Troubles Went from Bad to
Worse,” BLOOMBERG BUSINESSWEEK (Aug. 7, 2017), available at: httpsy//www bloomberg.com/news/articles/2017-
08-07/how-wells-farso-s-troules-went-from-bad-to-worse-quickiake-g-a

** Plaintiff’s Original Class Complaint and Application for Injunctive Relief, Cotton v. Wells Fargo Bank, N.A.,
Bankr. W.D. N.C. {2017}, available at: https://consumermediallc. files. wordpress.com/2017/06/1.pdf.

® Gretchen Morgenson, “Wells Fargo Is Accused of Making Improper Changes to Mortgages,” NEW YORK TIMES
(Jun. 14, 2017), available at: https://www.nytimes.com/2017/06/14/business/wells-fargo-loan-mortgage himl.
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% James Rafus Koren, “Wells Fargo stuck mortgage borrowers with extra fees, whistle-blower’s lawsuit says,” LOS
TIMES, (Jul. 14, 2017), available at: http:/vewvwelatimes.convbusiness!

 Jesse Eisinger, “Wells Fargo Places L.A. Exec on Leave Amid Rate-Lock Fee Inquiry,” PROPUBLICA (Feb. 22,
2017, available at: Wips:/iwww propublica.orgfarticle/wells-fargo-places-la-exec-on-leave-amid-rate-lock-fee-
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E. Auto Lending Abuses

In July 2017, the New York Times published an article detailing how more than 800,000
people who obtained auto loans from Wells Fargo were charged for collateral protection
insurance (“CPI” or “forced-placed auto insurance”) they did not need.%” Wells Fargo had a
commercial insurance agreement with National General under which National General was
instructed to place CPI on any auto loans for borrowers that National General or Wells Fargo
could not confirm had insurance to cover the outstanding balance of the auto loan. However,
Wells Fargo’s CPI program was administered in a negligent manner, and as a result, over
274,000 Wells Fargo auto loan customers were pushed into delinquency on their loans and over
25,000 customers, including active-duty military and veterans, had their vehicles wrongly
repossessed.” Wells Fargo alleges that “only™ 570,000 of its customers were harmed by the
misplaced CPI policies but admitted that the unnecessary CPI policies may have caused
approximately 20,000 auto loan customers to go into default and resulted in their vehicles being
wrongly repossessed.”’ In a press release, Wells Fargo stated that it “[takes] full responsibility
for [its] failure to appropriately manage [its CPI program] and [is} extremely sorry for any harm
this caused {its] customers, who expect and deserve better.””* Wells Fargo customers do indeed
deserve better, but the approximately $64 million in cash remediation that Wells Fargo plans to
remit to its customers” will not be enough to compensate the thousands of consumers who
suffered far more than financial harm: damage to credit reports, emotional harm from
repossession, and potential loss of employment from a lack of access to a vehicle all add up to an
inexcusable amount of injury.” Per the Washington Post, “the effect on customers whose cars
were repossessed is likely ... catastrophic — similar to losing your home in a foreclosure or
declaring bankruptcy — and could last for years.”” According to the Washington Post article,
one victim of the forced-placed auto insurance scandal, Samir Hanef, had his car repossessed and
missed work as a result of Wells Fargo’s mistakes. He underscored the emotional damage, not
just financial harm, he endured because of the unlawful practice, recounting that “the stress and
anxiety ... [were] truly indescribable.”®

% Gretchen Morgenson, *Wells Fargo Forced Unwanted Auto Insurance on Borrowers,” NEW YORK TIMES (Jul. 27,

2017), available ar. Bitps/fwwwnvtimes,com/201 7/07/27/business/wells-fargo-unwanted-auto-insurance. html
70

1 Press Release, Wells Fargo & Company, “Wells Fargo Announces Plan to Remediate Customers for Auto

available at: Zttp/money.con.com/20]1 7/08/08/investing/wells-farso-auto-insurance-s¢ Andex.html

75 Renae Metle, “Wells Fargo’s scandal damaged their credit scores. What does the bank owe them?” THE
WASHINGTON POST (Aug. 18, 2017, available ar, hitps:/fwww.washingtonpost.com/business/economy/in-wake-of-
wells-fargo-scandal-whats-to-he-done-about-damaged-credit-scores/201 7/08/1 8/126d30e6-7c78-1 1e7-9d08-
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This auto insurance scandal came to light only months after Wells Fargo paid $24 million
to settle allegations that it wrongfully repossessed vehicles from active-duty military members
and charged them higher interest rates in violation of the Servicemembers Civil Relief Act.”” The
DOJ ordered Wells Fargo to pay a $4.1 million penalty for that wrongdoing.” In an
announcement about the settlement, a U.S. District Attorney stated that, “We all have an
obligation to ensure that the women and men who serve our country in the Armed Forces are
afforded all of the rights they are due, [and] Wells Fargo failed in that obligation.””

F. Committee Republicans’ Flawed Investigation into Wells Fargo’s Bad Practices and
Continued Misguided Attacks on the Consumer Bureau

Instead of investigating all of the illegal conduct of Wells Fargo, including the list of
nefarious actions identified in this report that resulted in tremendous consumer harm, Committee
Republicans have singled out the Consumer Bureau for attention, perhdps as a means of pursuing
an ideological mission of functionally terminating the Consumer Bureau.®® While the Consumer
Bureau has taken actions against Wells Fargo, including for the fraudulent customer account
scandal, it is worth noting the Consumer Bureau was not even established until nearly a decade
afier Wells Fargo employees had begun creating fraudulent accounts to meet the bank’s
aggressive sales goals. Rather, the OCC was the bank’s primary regulator during this period, and
the OCC’s Ombudsman even issued a report admitting to the OCC’s shortcomings in supervising
the bank.’! Despite the OCC’s acknowledgment of its supervisory deficiencies in this matter,
Committee Republicans have ignored both the OCC’s critical supervisory failures that enabled
Wells Fargo to continue its fraudulent customer account scandal for a decade and the ongoing
misdeeds of the bank. Furthermore, Committee Republicans have given minimal attention to
authorities federal prudential regulators have yet to deploy, described in detail in the next section
of the report.

In light of the growing list of consumer abuses documented earlier in this report, Ranking
Member Maxine Waters (D-CA), Vice Ranking Member Daniel T. Kildee (D-MI), and
Oversight and Investigations Subcommittee Ranking Member Al Green (D-TX), sent a letter to
Chairman Hensarling on August 1, 2017, requesting that the Committee hold a hearing with
Wells Fargos top executives, writing, “[TThere have been seemingly never-ending developments

7 Jackie Wattles, “U.S.: Wells Fargo illegally repossessed service members’ cars,” CNN MONEY (Sept. 30, 2016),
available at: ht money.cnn.cony2016/09/29/ news/wells-farso-servicemembers-cars/index.hml.

78 Press Release, The ULS. Dept. of Justice, “Justice Department Reaches $4 Million Settlement with Wells Fargo
Dealer Services for lllegally Repossessing Servicemembers® Cars,” (Sept. 29, 2016}, available ar:

htfps:www justice soviopa/pr/iustice-department-reaches-t-million-settlement-wells-farso-dealer-services-illegally
T Id

5 B.g., see Committee Chairman Jeb Hensarling (R-TX), “How We'll Stop a Rogue Agency,” THE WALL STREET
JOURNAL (Feb. 8, 2017), available ar: https://'www.wsj.com/articles/how-well-stop-a-rogue-federal-agency-
1486597413; see also Press Release, “House Republicans to Bring Bill to Floor to Gut Wall Street Reform, Harm
Americans,” (June 7, 2017), available at: https://democrats-

financialservices house.govinews/documentsingle aspx?L

8 Office of Enterprise Governance and the Ombudsman, Office of the Comptroller of the Currency, “Lessons
Learned Review of Supervision of Sales Practices at Wells Fargo,” (Apr. 19, 2017), available at:
https/
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about additional customers who have been harmed in a number of ways by the bank that clearly
warrant Committee scrutiny.” The letter goes on to note that instead of engaging in a bipartisan
investigation, Committee Republicans have run a partisan one, with Republican staff holding
secret, unrecorded interviews with the Chief Executive Officer, Chief Financial Officer, General
Counsel and Chief Risk Officer for Wells Fargo for three days in December 2016. Despite
repeated requests, Wells Fargo executives have not submitted to interviews with Democratic
staff. In addition, over 33 consumer advocacy groups have sent letters to Chairman Hensarling
and the Senate Banking Committee urging additional hearings on Wells Fargo’s ongoing fraud.®

Chairman Hensarling replied to the fetter led by Ranking Member Waters on August 14,
2017, writing that staff-level briefings were taking place, and that, “The investigation will
proceed in an orderly fashion,” without committing to hold a hearing or even responding to the
request to hold a hearing, in spite of the fact that former Wells Fargo CEO John Stumpf may
have lied to Congress about the extent of the bank’s issues when he last testified in September
2016.% The Committee has numerous oversight authorities at its disposal that it has thus far
failed to utilize. These include conducting bipartisan depositions of senior Wells Fargo
executives, performing more investigative due diligence with a broader scope focused on the
bank to reveal how widespread the illegal activity has been, and pressing federal prudential bank
regulators like the OCC to take stronger, more meaningful enforcement actions than they have
taken thus far.

It is crucial for the Committee to investigate all of the recent revelations concerning
Wells Fargo’s wrongdoing and to hold additional public hearings this term to explore these
newly uncovered issues, and what steps regulators, especially federal prudential bank regulators,
should take to better hold megabanks accountable for their actions.

11. Federal Regulators Must Take Stronger Actions: Ineffective Deterrence Underscores
Need to Shut Down Banks like Wells Fargo

Various government agencies have important roles to play in supervising banks under
their purview and enforcing federal Jaws and regulations with respect to operating in a safe and
sound manner, as well as complying with consumer protection laws. For the largest banks, like
Wells Fargo, all three of the federal prudential banking regulators and the Consumer Bureau
have certain enforcement authorities that the agencies could rely on in requiring the bank to
comply with federal laws. The OCC, Wells Fargo’s primary federal regulator, has a range of
enforcement tools at its disposal to oversee safety, soundness, and consumer protections of the
bank. The FDIC also has enforcement authority over Wells Fargo, because the bank is an insured
depository institution, and the Federal Reserve Board, as the regulator of bank holding

8 Press Releaqc, “Watem C alls for Hearmg to anmme Wells Fal 20’ C cnsumer Abuses™ (:‘\U“ l 2017, available
at: https://democrats-financialservices house. gov/mews/documentsingle aspx?DocumentlD=400732; Letter to
Chairman Crapo and Ranking Member Brown of the U.S. Senate Banking Committee and Chajrman Hensarling and
Ranking Member Waters of the House Financial Service Committee from Americans for Financial Reform and
Pubhc Lmzen as we!l as 31 other consumer advocacy groups, dated Aug. 31, 2017, available at;
content/uploads/Letter-Requesting-Additional-Wells-Fargo-Hearings.pdf.

1201 7/08/3 1/business/wells-fareo-testimony. htm o meubz=0&_r~0
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companies, has enforcement authority over Wells Fargo’s parent holding company. Lastly, the
Consumer Bureau, as the watchdog of consumer protection laws, has the authority to supervise
Wells Fargo for compliance with federal consumer protection laws.

In the case of Wells Fargo, while various civil monetary penalties have been applied in a
number of cases, there are other authorities that the federal prudential banking regulators have
not utilized that should be exercised to stop the bank from repeatedly and egregiously ripping off
its customers.

A, Statutory Authorities of the Regulators

The Consumer Bureau has made great strides in promoting consumers” financial
protection, including returning over $12 billion to 29 million harmed consumers since the agency
was established.?® However, unlike the federal prudential banking regulators, the Consumer
Bureau is not a chartering or licensing-agency. The Consumer Bureau has the authority to
examine financial institutions for compliance with federal consumer protection laws, but its
enforcement powers are more akin to those of a law enforcement agency, like the Federal Trade
Commission or the Department of Justice. The Consumer Bureau’s enforcement tools include
investigative authority and the ability to (i) conduct hearings and adjudication proceedings; (ii)
commence civil action lawsuits and make referrals to the U.S. Attorney General for criminal
proceedings; (iii) issue consent orders, under which restitution, refunds, rescission or reformation
of contracts, or claw-back of compensation is required; and (iv) impose civil money penalties.*®

The federal prudential banking regulators, on the other hand, have certain supervisory
enforcement powers that impact the opérations of a banking organization, including the authority
to revoke a charter or operating license of a banking organization.” For example, under the
National Bank Act,*® the Comptroller of the Currency (“Comptroller™) is entrusted with the
authority to determine whether an institution is lawfully entitled to commence the business of

8 See H.R. Dem. Staff Rep., The Conswmier Financial Protection Burecut In Perspective (July 21, 2017) (The
Federal prudential banking regulators — OCC, FDIC, and the Federal Reserve Board — have been enirusted and
authorized with the responsibility of supervising banking organizations and financial institutions operating in the
U5, including Wells Fargo, Before the enactment of the Dodd-Frank Act in 2010, these regulators were responsible
for supervising banks for both safety and soundness and compliance with Federal consumer protection laws. During
the 2008 financial erisis, however, Congress found that regulators were not enforcing Federal consumer protection
laws appropriately, which led to widespread consumer abuses that in turn fueled the crisis and led to the collapse of
the U.S. banking system. In-order to protect the financial interest of consumers and restore integrity in the banking
system, as part of the Dodd-Frank Act, Congress enacted the Consumer Financial Protection Act and established the
Consumer Bureau. Pursuant to the Dodd-Frank Act, the responsibility for examining and supervising large banks,
like Wells Fargo, for compliance with Federal consumer protection laws was then transferred from each of the
prudential banking regulators to the Consumer Bureaw.), available at: https://democrats-
financialser s.house.goviuploadedfiles/cfpb _staff report.pdf.

% 12 USC §§ 5561-5566. The Consumer Bureau may also seek these relief measures as part of administrative or
court proceedings, as well as “limits on the activities or functions™ of an institution. See, 12 USC § 5565(a)(2).
8 Mary Kreiner Ramirez and Steven A. Ramirez, The Case for the Corporate Death Penalty, pgs. 10-11, NYU
Press (2017).

12 USC § 21 ef seq.
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banking (i.e. entitled to a national bank charter),®® and banks that obtain national charters are
subject to the rules, regulations and orders-of the Comptroller, as well as subject to the same
rights, privileges, duties, restrictions, penalties, liabilities, conditions, and limitations that apply
under the national banking laws to a national bank.”® In addition, the Comptroller has statutory
authority to revoke the national charter of a bank if the bank is found to violate the National
Bank Act or Federal Reserve Act,”! as well as impose penalties on a bank or any “institution-
affiliated party” of a bank (i.e. any director, officer, employee, or controlling shareholder of] or
agent for a bank).”* The Comptroller may also appoint a receiver for a national bank to wind the
institution down” if it has satisfied one of a number of criteria under the Federal Deposit
Insurance Act.” Under the Federal Deposit Insurance Act, the Board of Directors of the FDIC
(“FDIC Board™), as the overseer of the Federal Deposit Insurance Fund, is responsible for
deciding which institutions qualify for federal deposit insurance, which is a necessity if the bank
intends to receive deposits other than trust funds.” In considering whether to grant a depository
institution federal deposit insurance, the FDIC Board is required to consider, among other things,
“the general character and fitness of the management of the depository institution,” and “the
convenience and needs of the community to be served” by the institution.”® The FDIC Board also
has the statutory authority to terminate the federal deposit insurance of a financial institution on a
number of grounds, including if the FDIC Board finds that the depository institution or its
directors or trustees have engaged or are engaging in unsafe or unsound business practices, as
well as if an institution or its directors or trustees have violated any applicable law or
regulation.”?

In addition, the federal prudential banking regulators have a number of other supervisory
tools, public-and nonpublic, to force a banking organization to comply with federal banking laws
and regulations, including federal consumer protection laws and regulations. Such tools include:

@ The ability to enter into informal and formal written agreements that require
remediation by noncompliant institutions;

e The ability to issue civil money penalties;

& The ability to enter into consent orders that (i) require restitution or
reimbursement; (ii) restrict the growth of an institution; (iii) require disposition of
a loan or asset; (iv) rescind agreements or contracts; (v) require an institution to
employ qualified officers, or employees; or (vi) mandates any other action the
regulator determines to be appropriate;

512 USC § 26.

912 USC § 27(b)2).

9112 USC §§ 93(a) and 501a.
9212 USC § 93(b).

%12 USC § 191.

12 USC § 1821()S).

% 12 USC §§ 1814 and 1815(a).
%12 USC § 1816.

12 USC § 1818(a).



212

# The ability to place limitations on the activities or functions of a bank or any
director, officer, controlling sharcholder, or employee of a bank for violations of
federal banking laws or regulations;” and,

® The ability to require removal of a director, officer, or employee that is directly or
indirectly responsible for an institution violating a law, regulation, consent order,
or written condition of the regulator.”

B. The Prudential Regulators’ Failures with Wells Fargo and the Fraudulent
Account Scandal

Notwithstanding the vast variety of supervisory tools available to the federal prudential
banking regulators in supervising banks and enforcing federal banking laws, regulators currently
rely predominantly on consent orders and civil money penalties when there are consumer
protection issues. A review of available case law and publicly available agency actions shows
that the regulators tend to use their most aggressive enforcement tools, including revocation of a
national bank charter and termination of deposit insurance, only in instances where a financial
institution’s activities rise to the level of criminal lability, threaten the solvency of the
institution, or threaten the financial stability of the banking system. Even when a financial
institution’s violations have demonstrated a pattern and practice of reckless, unsafe, or unsound
business practices, the prudential regulators have not used their most effective and statutorily
available enforcement measures in curtailing such consumer protection violations by large banks.

For example, the OCC, the primary regulator of Wells Fargo, was well aware of Wells
Fargo’s consumer protection violations for over a decade. The OCC identified issues with the
bank’s sales practices as early as 2005 (Wells Fargo’s internal investigation suggested these
fraudulent practices began at least in 2002 if not earlier), but failed to take timely and effective
supervisory or enforcement actions to curtail the practices of the bank.'®® According to the
OCC’s Ombudsman’s report on the OCC’s shortcomings in supervising Wells Fargo, the OCC’s
supervisory record for Wells Fargo “indicated several missed opportunities to perform
comprehensive analyses and take more timely action beginning in 2010.7!% The OCC’s faitures
included (1) untimely and ineffective supervisory actions after the OCC identified significant
issues with the bank’s complaint management and sales practices, including “fail{ure] to
document the resolution of {over 700] whistleblower cases ...[and] fail[ure] to follow-up on
significant complaint management and sales practices issues™; (2) untimely and ineffective
supervision of the bank’s incentive sales program; (3) ineffective communication and follow-up
regarding matters requiring attention communicated by the OCC to bank staff; (4) failure to
address the bank’s noncompliance with OCC guidance related to risk management and sales
practices; and (5) unclear supervisory records.'™ In any of these areas and at any time after

%12 USC § 1818(b).

%12 USC § 1818(e).

¢ Office of Enterprise Governance and the Ombudsman, Office of the Comptroller of the Currency, “Lessons
Learned Review of Supervision of Sales Practices at Wells Fargo,” pg. 4, (Apr. 19, 2017), available at:
P

v/publications/publications-by-type/other-publications-reports/pub-wells-fargo-supervision-

catpg. 5.
19214, at pgs. 4-12.
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identifying significant issues with the bank, the OCC could have taken enforcement action
against the bank. However, the OCC failed to take any public actions against the bank until after
the Consumer Bureau and LACA intervened, and the OCC’s public response was limited to a
consent order and civil money penalties, as well as a-downgrade of the bank’s CRA exam rating.
Based on the OCC’s supervisory review record of the bank and a lack of evidence that Wells
Fargo attempted to provide meaningful restitution to consumers once it discovered the issue, it is
evident that the restitution, civil money penalties, and remediation commitments obtained from
Wells Fargo under its settlement agreements with the CFPB, OCC, and LACA would not have
otherwise been obtained absent the intervention of the Consumer Bureau in investigating the
bank, and the Consumer Bureau’s effective enforcement authority, including its ability to
demand vital information through its pre-litigation subpoena power and CID authority.

While the OCC was aware of Wells Fargo’s unlawful sales practices years ago, the
agency’s mishandling of the bank’s CRA examinations contributed to Wells Fargo’s ability to
keep the public in the dark about its longstanding and widespread unsound and unsafe
operational problems. The CRA was enacted in 1977 to encourage banks to meet the credit needs
of the communities where and with whom they do business, including low- and moderate-
income communities and people. As such, the CRA requires federal regulators to review a
bank’s lending, investment, and services activities in its assessment areas and provide an overall
rating based on these individual evaluations. In 2009, the OCC gave Wells Fargo an
“Outstanding™ CRA rating, which is the highest possible score. Although the OCC conducted a
CRA evaluation of the bank in 2012, it failed to publicly release these results until March 28,
2017. Ranking Member Waters sent a letter to the OCC on October 18, 2016 expressing deep
concerns about the agency’s significant delay in making the bank’s 2012 CRA performance
publicly available and the potential that its rating would fail to appropriately incorporate the
bank’s extensive fair lending and consumer compliance violations, many of which are outlined
previously in this report.'® The OCC underscored that it was updating its policies, procedures,
and practices “{o ensure that, going forward, CRA performance evaluations are completed and
published in a timely fashion and eliminating any backlogs™ in its January 5, 2017, response.'™
Even the bank seemed to acknowledge the agency’s CRA regulatory failures, with its CEQ, Mr.
Timothy Sloan, stating that, “[w]ith more than four years having passed since the end of our Jast
CRA evaluation period, Wells Fargo intends to ask the OCC to accelerate the timing of its next
exam so that [it] may continue to serve most effectively the low- and moderate-income
communities in which [it] operate[s].71%

Even more troubling than the OCC’s slowness in publicly releasing the 2012 CRA result
is the quality of the CRA evaluation for the bank, which gives the bank an “Outstanding” rating
for its overall performance, with an “Outstanding™ on the lending test, an “Outstanding” on the
investment test, and a “High Satisfactory” on its service tests. While it is true that the OCC
ultimately downgraded the bank’s final rating to “Needs to Improve” based on “non-CRA
performance factors™ related to matters raised in consent orders, the initial rating of

195 Letter dated October 18, 2016, from Ranking Member Waters to the OCC.
194 L etter dated January 5, 2017, from Thomas Curry, Comptroller of the Currency, to Ranking Member Waters.
195 BUSINESSWIRE, “Wells Fargo Announces Community Reinvestment Act Rating,,” (Mar. 28, 2017), available ar:
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“QOutstanding” calls into question whether the agency really “gives serious consideration to any
findings of discriminatory or other illegal credit practices by an institution,” as it claimed in its
January letter.

Additionally, the federal prudential banking regulators have also failed to hold the board
of directors and senior officers of the largest banks accountable (i.e., by removing them from
their positions or holding them civilly liable} for their acts or omissions that contributed to or
enabled Wells Fargo’s repeated violations of federal consumer protection laws.'% After the 2008
financial crisis and with the enactment of the Dodd-Frank Act, the federal prudential banking
regulators, and the Federal Reserve Board specifically, place significantly higher expectations on
the boards of directors of large banking organizations, including the expectation that a board be
more involved in risk-management and compliance of the bank with federal banking laws rather
than delegated such responsibilities to lower-management.'”” However, such heightened board
expectations have generally been tied to capital matters of the bank,'® as well as the bank’s
compliance with prudential banking laws, such as the Bank Secrecy Act, rather than the bank’s
compliance with federal consumer protection laws. And most recently in August 2017, Governor
Jerome Powell revealed in his speech, “The Role of Boards at Large Financial Firms,” that the
Federal Reserve Board plans to propose a new framework for oversight of bank holding
company boards that would seemingly make the boards less responsible for overseeing the
operations of the banking organization that directly impact services provided to consumers.
Given the federal prudential banking regulators’ current reluctance to hold the boards and senior
officers of the largest banking organization accountable for egregious consumer abuses, like
those exhibited by Wells Fargo, it is not appropriate for regulators to further lessen the oversight
responsibilities of the boards of the largest banks.

109

In response to the fraudulent account scandal and growing cases of massive consumer
abuse, Wells Fargo tried to remedy the situation by firing thousands of low-ranking staff,
accepting the retirement of the Chief Executive Officer, and terminating a few mid-level officers

106 See Letter from Sen. Warren to Hon. Janet Yellen, Chair of the Federal Reserve Board of Governors {Aug. 16,
2017), available ai: https://www. warren senate.gov/files/documents/2017 08 16 Fed Followup WellsFargo pdf;
see also, Alex Morrell, “The Federal Reserve has done nothing: Elizabeth Warren urges the Fed to clean house at

permanently bar a former executive of Four (aks Bank and Trust Company from the banking industry. See Press
Release, “Federal Reserve Board permanently bars former employee of Four Oaks Bank and Trust Company from
the banking industry,” (Aug. 29, 2017), available at:

htpsiiwwy, federalreserve. pov/newsevents/pressreleases/enforcement20 1 7082%.btmi. Senior executives and
directors at the larger institutions should equally be held accountable for wrongdoings.

197 Press Release, Governor Jerome H. Powell, “The Role of Boards at Large Financial Firms,” Board of Governors
of the Federal Reserve System (Aug. 30, 2017), available at:

https://www. federalreserve. sovinewseventy'speech/powei201 708304 hitm.

198 £ o Under the Federal Reserve Board's Comprehensive Capital Analysis and Review supervisory process,
directors on the boards of institutions subject to the process are required to review and approve the capital plans of
their respective bank holding companies prior to the submission of the capital plan. See 12 CFR 225.8(d).

199 Pregs Release, Governor Jerotne H. Powell, “The Role of Boards at Large Financial Firms,” Board of Governors
of the Federal Reserve System (Aug. 30, 2017), available at:

https://www.federalreserve govimnewsevents/speech/powel120170830a.htm
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who were deemed responsible by the bank for the consumer law violations.'!? Wells Fargo also
clawed back some executive compensation, and made several changes to its board of directors,
including recently naming Elizabeth Duke, a former Governor of the Federal Reserve Board, as
the new Chair of the board starting next year. However, these actions will not prevent more
consumers from being harmed by the bank based on its pattern and practice of flouting the
law.'!! Such decisions of whether a director or senior executive officer should be removed or a
senior officer should be promoted to lead an organization that has repeatedly violated consumer
protection laws for over a period of a decade should not be left solely to the institution. Rather,
the federal prudential banking regulators should intervene and oversee the process to prevent the
institution from continuing to victimize its customers. For example, the decision of the board of
Wells Fargo to elevate Tim Sloan to the chief executive officer position of the bank, even though
he was the chief operating officer with direct responsibility for the actions of the bank’s
employees during the fraudulent account scandal, raises questions as to whether Wells Fargo’s
board is serious about fixing the culture of the bank. However, the federal prudential banking
regulators have not publicly indicated any opposition or concern with Wells Fargo’s choice. '™
Due to the reluctance of Wells Fargo’s sharcholders to hold its top leadership accountable and
fix its corporate culture, the OCC or the Federal Reserve Board should exercise their legal
authority to remove the bank’s legacy Board members. Cam Fine, president and CEO of the
Independent Community Bankers of America (the nation's largest community bank advocacy
group),’? released a statement highlighting this disconnect, stating that:

“The most shocking aspect of the multiple Wells scandals is not that some of these
practices have gone on for years—it is that Federal regulators have taken no meaningful
action against the board and senior managers who were supposedly responsible for the
ethical, moral and legal conduct of the bank. Federal regulators haven’t even given them
a good slap on the wrist... The Wells Fargo board should be replaced, and so should its
senior management. End of story.”"*

19 Wells Fargo, “Independent Directors of the Board of Wells Fargo & Company Sales Practices Investigation
Report,” (Apr. 10, 2017), available at: hitps://www08. wellsfarcomedia.com/assets/pdffabout/inyestor-

2017}, available at: hitps:/democrats-financialservices house. gov/inews/documentsingle aspx?DocumenttD=400736
12 On November 16, 2016, the OCC revoked provisions of its original September 29 enforcement action against
Wells Fargo for the banks fake account scandal. This resulted in a requirement that Wells Fargo must provide the
OCC with written notices if it plans to replace board members or bank executives. In spite of this, to date, the OCC
has not taken any public action or released any public comments regarding these changes to Wells Fargo’s board or
leadership. See Press Release, OCC, Statement Regarding Revocation of Relief 1o Wells Fargo Bank, N.A., from
Certain Regulatory Consequences of Enforcement Actions (Nov. 18, 2016), https:/www.occ.gov/topics/laws-
regulations/enforcement-actions/statement-wellsfargo-1118 16 .pdf.

13 “The Independent Community Bankers of America, the nation’s voice for more than 6,000 community banks of
all sizes and charter types, is dedicated exclusively to representing the interests of the community banking industry
and its membership through effective advocacy, best-in-class education and high-quality products and services.”
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On August 16, 2017, Senator Elizabeth Warren made a similar request to the Federal Reserve
Board.!Given the extent of the scandals discussed above at Wells Fargo, every member of the
Board who presided over the banks” alarming consumer abuses should have been removed by the
prudential regulators long ago for failing to conduct adequate oversight of the bank.
Furthermore, the OCC’s late public response to the Wells Fargo fraudulent account scandal,
delayed downgrade of the bank’s CRA exam, as well as the OCC’s Ombudsman’s report on the
agency’s shortcomings in supervising the bank, demonstrate that the OCC failed to use
appropriate and effective enforcement measures in curtailing the abusive sales practices of Wells
Fargo. Even though Wells Fargo has continued to engage in a litany of consumer protection
violations and deceptive business practices, resulting in several lawsuits, the OCC, the FDIC,
and the Fed have not publicly announced their intent to use more potent enforcement measures,
including consideration of whether Wells Fargo deserves to continue operating certain retail
business lines, or, more appropriately, given the laundry list of large-scale consumer abuses,
continue operating as a national bank and continue being afforded federal deposit insurance.

Figure 3. Wells Fargo Board of Directors!!®

CEQO/ President YES

Timothy Sloan {joined Wells Fargo in 1987)

Chair of the Board YES YES

Stephen Sanger (retiring on Dec. 31, 2017)

Director, Vice Chair YES YES

Elizabeth Duke {promoted to Chairman of the
Board as of Jan. 1, 2018 te)

Director YES YES

John Baker {11

Director YES YES

John Chen

Director YES YES

Lloyd Dean

Director YES YES

Susan Engel

Director YES YES

Enrique Hernandez, Jr,

Director YES YES

Donald James

Director YES YES

Cynthia Milligan (retiring on Dec, 31, 2017)

115 See Letter from Sen. Warren to Hon. Janet Yellen, Chair of the Federal Reserve Board of Governors (Aung. 16,
2017, availabde ar: hitpsy/fwww, warren senate gov/files/documents/2017 08 16_Fed Followup WellsFargo pdf
116 See Wells Fargo, Wells Fargo & Company 2017 Proxy Statement, (Mar. 15, 2017), p. 29-39; available at:
https//www08, wellsfargomedia.com/assets/pd f/about/investor-refations/presentations/201 7/board-réport. pdf.

27



217

Director NO YES
Karen Peetz

Director YES YES
Federico Pefia

Director NO YES
Juan Pujadas

Director YES YES
James Quigley

Director NO YES
Ronald Sargent

Director YES YES
Susan Swenson {(retiring on Dec. 31, 2017)
Director YES YES
Suzanne Vautrinot

Source: hif
proxy-statement. pdf

s /www(s. wellsfarcomedia.com/assets/pd fabout/investor-relations/annual-reports/2017-

L If Regulators Don’t Act, Congress Must Compel Action to Better Protect Consumers

A. Need for Congressional Action

Banks that are repeatedly cited for violating consumer protection laws, and are generally
found to be engaging in reckless unsafe or unsound banking practices that result in the bank
being unjustly enriched to the financial detriment of its customers, should not only be restricted
from engaging in certain business activities, but also should be considered candidates for losing
their federal charters. Federal prudential banking regulators have acknowledged that violations of
consumer protection laws can become safety and soundness issues for a bank. In its consent
order with Wells Fargo, the OCC noted as part of its findings that the agency identified certain
“deficiencies and unsafe or unsound practices in the Bank’s risk management and oversight of
the Bank’s sales practices,”™ 7 which led to the fraudulent account scandal. And following the
Wells Fargo enforcement action, Chair Yellen of the Federal Reserve Board stated in her
quarterly press conference in September, 2016, that instances of consumer harm “can become
safety and soundness issues,” and “[a]t least one of the lessons from the financial crisis, I think,
is that abuses of consumers of the sort that we saw in the subprime lending ultimately did
become safety and soundness issues.” 18 However, both the OCC and Federal Reserve Board
have abstained from using their full arsenal of enforcement tools in penalizing or deterring Wells

17 Pregs Release, Office of the Comptrolier of the Currency, “OCC Assesses Penalty Against Wells Fargo, Orders
Restitution for Unsafe or Unsound Sales Practices,” (Sept. 8, 2016), tvailable at: b o
issuances/mews-releases/2016/mr-0cc-2016-106.html.

¥ See, Transcript of Chair Yellen's Quarterly Press Conference on Monetary Policy and the Economy, (Sept. 21,
2016, available ar: hitps:/fwww. federalreserve. gov/mediacenter/files/FOMCpresconf20160921 pdf.
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Fargo from continuing to impose financial harm on its customers.!" Because the federal
prudential banking regulators refuse to fully employ their enforcement powers under their
chartering authorities in instances of egregious consumer protection violations by financial
institutions, Congress should pass legislation that would require the regulators to use these
existing authorities to revoke the charter of such banks and put them out of business. Congress
should similarly require the FDIC to terminate the deposit insurance of such banks. Furthermore,
Congress should clarify that federal prudential banking regulators must utilize all of their
enforcement tools, including those under their chartering authority, to penalize banks for
repeated and extensive consumer protection violations that warrant a more forceful response than
a slap on the wrist.

B. Additional Legisiative Considerations

In addition to compelling regulators to shut down financial institutions that repeatedly
and egregiously harm consumers, and strengthening the ability to shut down banks that
extensively break consumer laws, there are additional dynamics Congress should consider to
strengthen the enforcement tools that will hold banks and their senior executives and directors
accountable for their actions.

For example, federal prudential banking regulators need to hold the board of directors
and senior officers accountable for their actions or inactions in ensuring that financial institutions
are complying with federal consumer protection laws. One significant barrier to holding senior
executives at large financial institutions like Wells Fargo accountable has been the difficulty in
demonstrating that high level officials knew about the fraud being committed. This obstacle was
recently highlighted by Christy Romero, the Special Inspector General for The Troubled Asset
Relief Program (“SIGTARP™), a federal law enforcement agency that is primarily tasked with
investigating crime at financial institutions that received federal bailout funds distributed after
the financial crisis through the TARP programs. As of December 16, 2016, SIGTARP’s efforts
have resulted in 88 bankers being criminally charged and 23 bankers being civilly charged, with
44 bankers sentenced to prison.'*" SIGTARP concluded that the organizational structure of large
financial institutions enables bank leadership to insulate themselves from knowledge of crime or
civil fraud. SIGTARP has called for a legislative fix that would require the CEO, CFO, and COO
at the largest Wall Street banks to sign an annual certification to law enforcement that they have
conducted due diligence and can certify that there is no criminal conduct or civil fraud within

V% After being questioned by Senator Warren during the Federal Reserve’s semiannual téstiniony before the Senate
Banking Comumittee about whether the Federal Reserve planned to dismiss members of Wells Fargo’s board for its
consumer protection violations, Chairwoman Yellen indicated that the Board may take further action, stating, T will
say that the behavior that we saw was egregious and unacceptable... we do have the power if it proves appropriate to
remove directors. A number of actions already have been taken. We need to conduct a thorough investigation to
look at the full record to understand the root causes of the problems. We are certainly prepared to take enforcement
actions if those prove to be appropriate.” See Jeff Cox, “Fed is prepared to act against Wells Fargo if warranted,
Yellen says,” CNBC, (Jul. 13, 2017), available at: https/iwww.cnbe.com/2017/07/13/fed-is-prepared-to-act-
against-wells-fargo-if-warranted-yellen-says htmi.

128 Office of the Special Inspector General for the Troubled Asset Relief Program, “Quarterly Report to Congress,”
{Jan. 27, 2017), https/fwww.sigtarp.cov/Documents/Yanuary 27 2017 Report To Congress pdf.
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their organization.'*! SIGTARP argues that this attestation requirement would then make it more
likely that a bank’s illicit conduct would be brought to the attention of the CEO and board of
directors.

As previously noted, the Federal Reserve Board, OCC, and FDIC currently have the
authority to remove institution-affiliated parties (including senior executives) from banking
organizations for certain conduct, and the regulators also have the statutory authority to ban such
individuals from working in the banking industry generally, as well as the ability to hold such
individuals personally liable for losses to a banking organization, its shareholders, or other
persons harmed by the individual’s acts. However, due to the flexibility in management style
allowed by banking organizations, board members and senior officers are often able to insulate
themselves from the wrongdoings of bank staff and lower management. At the largest banks,
supervisory issues identified by bank examiners are rarely escalated to senior executives and the
board of directors, which provides such senior officers with the ability to have deniable
culpability and thereby avoid being held personally accountable for the wrongdoings of the bank.
Congress should consider legislation that would require the board of directors and senior officers
of the largest banks to be more involved in oversight of their banks and be informed about
supervisory matters identified by bank examiners, regardless of the organizational structure
chosen by the bank. Such a law may have resulted in swifter action by the Wells Fargo board of
directors and senior management in ending the abusive sales practices identified by OCC bank
examiners and noted in their supervisory record for the bank as early as 2005,

In designing a legislative response, Congress should consider focusing attention on the
largest banks operating in the United States, such as those affiliated with a global systemically
important banking organization. These few banks, including Wells Fargo, currently make up
about half of total U.S. deposits'? and interact with millions of consumers. In addition,
previous enforcement of consumer violations by bank regulators tended to focus on smaller
banks. For example, research has found that most previous OCC actions regarding violations of
consumer lending laws targeted small pational banks, even though a handful of Jarge banks
accounted for four-fifths of all complaints received by the OCC.'"> One analysis noted that,
“{Diuring 1995-2007, the OCC issued only 13 public enforecement orders against national banks
for violations of consumer protection laws. Most of those enforcement orders were issued
against small national banks...”** Furthermore, a number of enforcement tools remain and can
be applied as necessary to smaller banks and other financial institutions. Any illegal activity by

21 Office of the Special Inspector General for the Troubled Asset Relief Program, “Quarterly Report to Congress,”
{Oct. 26, 2017), httpsy//www sigtarp.gov/Quarterly%20Reports/Qctober 26_2016_Report_To_Congress.pdf.

1% See U.S. Department of the Treasury, “A Financial System That Creates Economic Opportunities: Banks and
Credit Unions,” (June 2017), available at: hitps:/{iww IV SOV/PIeSS-Center/press-

releases/Documents/A%20F inancial%20System . pdf.

133 Center for Responsible Lending, “Neglect and Inaction: An Analysis of Federal Banking Regulators’ Railure to

2
Enforce Consumer Protections,” (July 13, 2009} available at: http/fwww.responsiblelending org/morteage-

1 Arthur E. Wilmarth, Jr., “Cuomo v. Clearing House: The Supreme Court responds to the subprime financial crisis
and delivers a major victory for the dual banking system and consumer protection,” THE PANIC OF 2008: CAUSES,
CONSE

FQUENCES, AND IMPLICATIONS FOR REFORM {edited by Lawrence E. Mitchell, Arthur E. Wilmarth, Jr.; Jan.i,
2010) at 308.
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megabanks, however, that is not effectively deterred will have the greatest negative impact on
the American people and the economy. Therefore, legislation should focus regulatory attention
and impose the strictest requirements on megabanks.'®

Congress should also consider strengthening state authorities.'*® Because of preemption
issues, state regulators have limited ability to curtail bad practices that happen in their states, For
example, on February 4, 2003, the California Commissioner of Corporations (“Commissioner™),
who is responsible for enforcing California laws for licensed home-mortgage lenders, including a
state statute that prohibits lenders from charging interest rates on loans during certain periods,'?’
instituted administrative proceedings against Wells Fargo Home Mortgage Inc. ("WFHMI") to
revoke its license to operate in California. WFHMI is a wholly owned subsidiary of Wells Fargo
National Bank that was licensed to conduct real estate lending under the California Residential
Mortgage Lending Act and the California Finance Lenders Law.'® The Commissioner initiated
the proceedings after Wells Fargo refused to comply with its request to conduct audits of its
residential mortgages to determine whether it had overcharged interest and provided unduly low
estimates of certain classes of settlement fees in violation of California law. On August 12, 20085,
the Ninth Circuit held that that the National Bank Act preempted state regulators’ investigative
and licensing authority over the operating subsidiaries of national banks.'? Because the federal
appeals court found that in this case, federal banking law preempted state law, the Commissioner
was blocked from revoking Wells Fargo’s license to engage in residential mortgage lending in
California, notwithstanding the Commissioner’s intent, and general public interest, of protecting
California consumers. State regulators should be able to enforce state consumer protection laws
against national banks if it is in the public interest to do so. In addition, Congress should consider
allowing state regulators to petition the federal banking regulators to review consumer protection
abuses in their states for compliance with federal consumer protection laws and appropriate
federal enforcement.

125 Such an approach is consistent with the tiered regulatory approach established by the Dodd-Frank Act, and
ensures the strictest requirements and oversight is focused on the largest, riskiest financial institutions while
providing for better calibrated oversight for community banks and credit unions that are critical to the communities
they serve. F.g., see Former Treasury Secretary Jacob 1. Lew, “How Wall Street Reform Strengthened our Financial
System and Laid the Foundation for Long-Run Growth,” NYU Journal of Legislation and Policy (Dec. 2

*s 2015 Washington Policy Summit (Apr. 30, 2013), available at.
httpsyfwww federalreserve govinewsevents/speechiaralio201 50430a tm; and Remarks by Governor Tarullo, “A
Tiered Approach to Regulation and Supervision of Community Banks”, at the Community Bankers Symposiam in
Chicago (Nov. 7, 2014), available at: hitps://www.federalreserve gov/newsevents/speech/tarullo20141107a him.
126 Title X of the Dodd-Frank Act partially addressed the limits of state authority to adequately protect residents
from financial wrongdoing by national banks as occuwrred in 2003 with Wells Fargo in California, by clarifying,
among other things, that a state has the power to apply and enforce its consumer financial laws if it provides greater
consumer protections than otherwise afforded under Federal laws for national banks. However, it did not create a
clear mechanism for states to force national banks out of the business of banking within their states for egregious
violations of consumer protections.
127 Cal. Fin. Code § 50204(0) prohibited the charging per diem interest on all loans.
28 Cal. Fin. Code §§ 50000 et seq.; Cal. Fin. Code §§ 22000 et seq.
2 Wells Fargo Bank N.A. v. Boutris, 419 F.3d. 949 (9th Cir. 2005).
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V. Conclusion

The federal prudential banking regulators should be more aggressive in their use of
enforcement measures against megabanks that demonstrate a pattern of engaging in unlawful
conduct that harms consumers. Recently, Federal Reserve Board Chair Janet Yellen hinted that
there is indeed more that federal prudential banking regulators could and should do with respect
to Wells Fargo. She said, “Let me say that I consider the behavior of Wells Fargo toward its
customers to have been egregious and unacceptable. We take our supervision responsibilities of
the company very seriously. And we are attempting to understand what the root causes of those
problems are and to address them.”!*® Furthermore, the 2008 financial crisis revealed that
predatory business practices of banking organizations that harms millions of consumers
constitute reckless unsafe and unsound banking practices that warrant regulators’ use of the most
severe enforcement tools to combat violations of consumer protections, not just for
circumstances that involve prudential matters.

Because of the large profits earned at megabanks, and the substantial number of
consumers that have obtained services or products from them, it is particularly important for
regulators to focus on these institutions in determining appropriate measures to protect and deter
unlawful conduct from occurring at them. Consent orders or settiement agreements that require
civil monetary penalties, but that do not otherwise pose any real restrictions or limitations on the
business activities of a megabank, have not been effective deterrent measures. As such,
regulators® should use more aggressive enforcement tools to effectively deter large institutions
from violating laws and harm millions of consumers.

If federal prudential banking regulators continue to shy away from using these tools,
then Congress must force them to do so, in order to protect American consumers and the needs
of the public. Congress should also strengthen the enforcement framework to provide for a more
powerful deterrent against future bad behavior by megabanks and their senior executives that
demonstrate a reckless disregard for the law and their customers. A more holistic investigation
into the incidents that have occurred at Wells Fargo, and why regulators’ actions have not been
successful preventing the reckless behavior that has been unmasked at the bank, should have
been the focus of the Committee’s resources. Even absent this congressional scrutiny, we
believe there is sufficient information to demonstrate that legislation is needed to prevent
megabanks from repeatedly victimizing consumers, and such legislation should force federal
prudential banking regulators to aggressively utilize their most potent enforcement tools,
including winding down a bank found to repeatedly violate consumer protection laws.
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Appendix A

Wells Fargo Annual Profits between 2000-2016
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Appendix B

Legal Actions listed in Wells Fargo’s June 30, 2017 Quarterly Public Filing
**The following text was copied verbatim from Wells Fargo’s Form 10-Q for the quarter ended
June 30, 2017_:131

“ATM ACCESS FEE LITIGATION. In October 2011, plaintiffs filed a putative class action,
Mackmin, et. al. v. Visa, Inc. ef. al., against Wells Fargo & Company, Wells Fargo Bank, N.A., Visa,
MasterCard, and several other banks inthe United States District Court for the District of Columbia.
Plaintiffs allege that the Visa and MasterCard requirement that if an ATM operator charges an access fee
on Visa and MasterCard transactions, then that fee cannot be greater than the access fee charged for
transactions on other networks violates antitrust rules. Plaintiffs seek treble damages, restitution,
injunctive relief and attorneys’ fees where available under Federal and state law. Two other antitrust cases
which make similar allegations were filed in the same court, but these cases did not name Wells Fargo as
a defendant, On February 13, 2013, the district court granted defendants’ motions to dismiss and
dismissed the three actions. Plaintiffs appealed the dismissals and, on August 4, 2015, the United States
Court of Appeals for the District of Columbia Circuit vacated the district court’s decisions and remanded
the three cases to the district court for further proceedings. On June 28, 2016, the United States Supreme
Court granted defendants’ petitions for writ of certiorari to review the decisions of the United States Court
of Appeals for the District of Columbia. On November 17, 2016, the United States Supreme Court
dismissed the petitions as improvidently granted, and the three cases returned to the district court for
further proceedings.”

“AUTO LENDING MATTERS As the Company centralizes operations in ifs dealer services business
and tightens controls and oversight of third-party risk management, the Company anticipates it will
identify and remediate issues related to historical practices concerning the origination, servicing, and/or
collection of indirect consumer auto loans, including refated insurance products. For example, in July
2017, the Company announced a plan to remediate customers who may have been financially harmed due
to issues related to automobile collateral protection insurance (CPI) policies purchased through a third-
party vendor on their behalf (based on an understanding by the vendor that the borrowers’ insurance had
lapsed). The Company determined that certain external vendor processes and operational controls were
inadequate, and, as a result, customers may have been charged premiums for CPI even if they were
paying for their own velicle insurance, as required, and in some cases the CPI premiums may have
contributed to a default that led to their vehicle’s repossession. The Company discontinued the CP1
program in September 2016. Multiple putative class action cases alleging, among other things, unfair and
deceptive practices relating to these CPI policies, have been filed against the Company in United States
Federal courts, including in the United States District Courts for the Northern District of California and
Southern District of New York. In addition, the Company has identified certain issues related to the
unused portion of guaranteed auto protection waiver or insurance agreements between the dealer and, by
assignment, the lender, which may result in refunds to customers in certain states. These and other issues
related to the origination, servicing and/or collection of indirect consumer auto loans, including related
insurance products, may subject the Company to formal or informal inquiries, investigations or
examinations from Federal, state and/or local government agencies, and may also subject the Company to
litigation.”

B pne/rww see.cov/Archives/edear/data/ 7271000007207 11 700039 T
0630201 7x10q htmdsCAG102DERSSREORISIONZFECISBO0A

34



224

“CONSUMER DEPOSIT ACCOUNT RELATED REGULATORY INVESTIGATION The
Consumer Financial Protection Bureau (CFPRB) has commenced an investigation into whether customers
were unduly harmed by the Company’s procedures regarding the freezing (and, in many cases, closing) of
consumer deposit accounts after the Company detected suspected fraudulent activity (by third-parties or
account holders) that affected those accounts.”

“INADVERTENT CLIENT INFORMATION DISCLOSURE in July 2017, the Company
inadvertently provided certain client information in response to a third-party subpoena issued in a civil
litigation. The Company obtained temporary restraining orders in New Jersey and New York state courts
requiring the electronic data and all copies to be delivered to the New Jersey state court for safekeeping.
The Company has made voluntary self-disclosure to various regulatory agencies.”

“INTERCHANGE LITIGATION Plaintiffs representing a putative class of merchants have filed
putative class actions, and individual merchants have filed individual actions, against Wells Fargo Bank,
N.A., Wells Fargo & Company, Wachovia Bank, N.A. and Wachovia Corporation regarding the
interchange fees associated with Visa and MasterCard payment card transactions. Visa, MasterCard and
several other banks and bank holding companies are also named as defendants in these actions. These
actions have been consolidated in the United States District Court for the Eastern District of New York.
The amended and consolidated complaint asserts claims against defendants based on alleged violations of
Federal and state antitrust laws and seeks damages, as well as injunctive relief. Plaintiff merchants allege
that Visa, MasterCard and payment card issuing banks unlawfully colluded to set interchange rates.
Plaintiffs also allege that enforcement of certain Visa and MasterCard rules and alleged tying and
bundling of services offered to merchants are anticompetitive. Wells Fargo and Wachovia, along with
other defendants and entities, are parties to Loss and Judgment Sharing Agreements, which provide that
they, along with other entities, will share, based on a formula, in any losses from the Interchange
Litigation. On July 13, 2012, Visa, MasterCard and the financial institution defendants, including Wells
Fargo, signed a memorandum of understanding with plaintiff merchants to resolve the consolidated class
action and reached a separate settlement in principle of the consolidated individual actions. The
settlement payments to be made by all defendants in the consolidated class and individual actions totaled
approximately $6.6 billion before reductions applicable to certain merchants opting out of the settlement.
The class settlement aiso provided for the distribution to class merchants of 10 basis points of default
interchange across all credit rate categories for a period of eight consecutive months. The District Court
granted final approval of the settlement, which was appealed to the Second Circuit Court of Appeals by
settlement objector merchants. Other merchants opted out of the settlement and are pursuing several
individual actions, On June 30, 2016, the Second Circuit Court of Appeals vacated the settlement
agreement and reversed and remanded the consolidated action to the United States District Court for the
Eastern District of New York for further proceedings. On November 23, 2016, prior class counsel filed a
petition to the United States Supreme Court, seeking review of the reversal of the settlement by the
Second Circuit, and the Supreme Court denied the petition on March 27, 2017. On November 30, 2016,
the District Court appointed lead class counsel for a damages class and an equitable relief class. Several
of the opt-out Jitigations were settled during the pendency of the Second Circuit appeal while others
remain pending. Discovery is proceeding in the opt-out litigations and the remanded class cases.”

“MORTGAGE INTEREST RATE LOCK RELATED REGULATORY INVESTIGATION The
CFPB has commenced an investigation into the Company’s policies and procedures regarding the
circumstances in which the Company required customers to pay fees for the extension of interest rate lock
periods for residential mortgages.”

“MORTGAGE RELATED REGULATORY INVESTIGATIONS Federal and state government
agencies, including the United States Department of Justice (the “Department of Justice™), continue
investigations or examinations of certain mortgage related activities of Wells Fargo and predecessor
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institutions. Wells Fargo, for itself and for predecessor institutions, has responded, and continues to
respond, to requests from these agencies seeking information regarding the origination, underwriting and
securitization of residential mortgages, including sub-prime mortgages. These agencies have advanced
theories of purported Hability with respect to certain of these activities. The Department of Justice and
Wells Fargo continue to discuss the matter, including potential settlement of the Department of Justice’s
concerns; however, litigation with these agencies, including with the Department of Justice, remains a
possibility. Other financial institutions have entered into similar settlements with these agencies, the
nature of which related to the specific activities of those financial institutions, including the imposition of
significant financial penalties and remedial actions.”

“OFAC RELATED INVESTIGATION The Company has self-identified an issue whereby certain
foreign banks utilized a Wells Fargo software-based solution to conduct import/export trade-related
financing transactions with countries and entities prohibited by the Office of Foreign Assets Control
{*OFAC”) of the United States Department of the Treasury. We do not believe any funds related to these
transactions flowed through accounts at Wells Fargo as a result of the aforementioned conduct. The
Company has made a voluntary self-disclosure to OFAC and is cooperating with an inquiry from the
Department of Justice.”

“ORDER OF POSTING LITIGATION Plaintiffs filed a series of putative class actions against
‘Wachovia Bank, N.A. and Wells Fargo Bank, N.A., as well as many other banks, challenging the “high to
fow” order in which the banks post debit card transactions to consumer deposit accounts. Most of these
actions were consolidated in multi-district litigation proceedings (the “MDL proceedings™) in the United
States District Court for the Southern District of Florida. The court in the MDL proceedings has certified
a class of putative plaintiffs, and Wells Fargo moved to compel arbitration of the claims of unnamed class
members. The court denied the motions to compel arbitration on October 17, 2016. Wells Fargo has
appealed this decision to the Eleventh Circuit Court of Appeals.”

“RMBS TRUSTEE LITIGATION In November 2014, a group of institutional investors (the
“Institutional Investor Plaintiffs™) filed a putative class action in the United States District Court for the
Southern District of New York against Wells Fargo Bank, N.A., alleging claims against the bank in its
capacity as trustee for a number of residential mortgage-backed securities {(“RMBS™) trusts (the “Federal
Court Complaint™). Similar complaints have been filed against other trustees in various courts, including
in the Southern District of New York, in New York state court and in other states, by RMBS investors.
The Federal Court Complaint alleges that Wells Fargo Bank, N.A., as trustee, caused losses to investors
and asserts causes of action based upon, among other things, the trustee's alleged failure to notify and
enforce repurchase obligations of mortgage loan sellers for purported breaches of representations and
warranties, notify investors of alleged events of default, and abide by appropriate standards of care
following alleged events of default. Plaintiffs seek money damages in an unspecified amount,
reimbursement of expenses, and equitable relief. In December 2014 and December 2015, certain other
investors filed four complaints alleging similar claims against Wells Fargo Bank, N.A. in the Southern
District of New York, and the various cases pending against Wells Fargo are proceeding before the same
judge. On January 19, 2016, an order was entered in connection with the Federal Court Complaint in
which the District Court dismissed claims related to certain of the trusts at issue (the “Dismissed Trusts”).
The Company's motion to dismiss the Federal Court Complaint was granted in part and denied in part in
March 2017, In May 2017, the Company filed third-party complaints against certain investment advisors
affiliated with the Institutional Investor Plaintiffs seeking contribution with respect to claims alleged in
the Federal Court Complaint.

A complaint raising similar allegations to the Federal Court Complaint was filed in May 2016 in New
York state court by a different plaintiff investor. In addition, the Institutional Investor Plaintiffs
subsequently filed a complaint relating to the Dismissed Trusts and certain additional trusts in California
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state court (the “California Action”). The California Action was subsequently dismissed in September
2016. In December 2016, the Institutional Investor Plaintiffs filed a new putative class action complaint in
New York state court in respect of 261 RMBS trusts, including the Dismissed Trusts, for which Wells
Fargo Bank, N.A. serves or served as trustee (the “State Court Action™). The Company has moved to
dismiss the complaint.

Int July 2017, certain of the plaintiffs from the State Court Action filed a civil complaint relating to
Wells Fargo Bank, N.A's setting aside reserves for legal fees and expenses in connection with the
liquidation of eleven RMBS trusts at issue in the State Court Action. The complaint seeks, among other
relief, declarations that Wells Fargo Bank, N.A. is not entitled to indemnification, the advancement of
funds or the taking of reserves from trust funds for legal fees and expenses it incurs in defending the
claims in the State Court Action.”

“SALES PRACTICES MATTERS Federal, state and local government agencies, including the
Department of Justice, the United States Securities and Exchange Commission and the United States
Department of Labor, and state attorneys general and prosecutors” offices, as well as Congressional
committees, have undertaken formal or informal inquiries, investigations or examinations arising out of
certain sales practices of the Company that were the subject of settlements with the Consumer Financial
Protection Bureay, the Office of the Comptroller of the Currency and the Office of the Los Angeles City
Attorney announced by the Company on September 8, 2016. The Company has responded, and continues
to respond, to requests from a number of the foregoing seeking information regarding these sales practices
and the circumstances of the settlements and related matters.

In-addition, a number of lawsuits have also been filed by non-governmental parties seeking
damages or other remedies related to these sales practices. First, various class plaintiffs purporting to
represent consumers who allege that they received products or services without their authorization or
consent have brought separate putative class actions against the Company in the United States District
Court for the Northern District of California and various other jurisdictions. In April 2017, the Company
entered into a settlement agreement in the first-filed action, Jabbari v. Wells Fargo Bank, N.A., to resolve
claims regarding certain products or services provided without authorization or consent for the time
period May 1, 2002 to April 20, 2017. Pursuant to the settlement, we will pay $142 million for
remediation, attorneys’ fees, and settlement fund claims administration. In the unlikely event that the
$142 million settlement total is not enough to provide remediation, pay attorneys’ fees, pay settlement
fund claims administration costs, and have at least $25 million left over to distribute to all class members,
the Company will contribute additional funds to the settlement. The court granted preliminary approval of
the settlement in July 2017. A final approval hearing has been scheduled for the first quarter of 2018.
Second, Wells Fargo sharcholders are pursuing a consolidated securities fraud class action in the United
States District Court for the Northern District of California alleging certain misstatements and omissions
in the Company’s disclosures related to sales practices matters. Third, Wells Fargo sharehotders have
brought numerous sharcholder derivative lawsuits asserting breach of fiduciary duty claims, among
others, against current and former directors and officers Tor their alleged failure to detect and prevent
sales practices issues, which lawsuits are consolidated into two separate actions in the United States
District Court for the Northern District of California and California state court, as well as two separate
actions in Delaware state court. Fourth, a range of employment litigation has been brought against Wells
Fargo, including an Employee Retirement Income Security Act class action in the United States District
Court for the District of Minnesota brought on behalf of 401(k) plan participants; class actions pending in
the United States District Courts for the Northern District of California and Eastern District of New York
on behalf of employees who allege that they protested sales practice misconduct and/or were terminated
for not meeting sales goals; various wage and hour class actions brought in Federal and state court in
California, New Jersey, and Pennsylvania on behalf of non-exempt branch based employees alleging sales
pressure resulted in uncompensated overtime; and multiple single plaintiff Sarbanes-Oxley Act
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complaints and state law whistleblower actions filed with the Department of Labor or in various state
courts alleging adverse employment actions for raising sales practice misconduct issues.”

“VA LOAN GUARANTY PROGRAM QUI TAM Wells Fargo Bank, N.A. is named as a defendant in
a qui tam lawsuit, Unifed States ex rel. Bibby & Donnelly v. Wells Fargo, et al., brought in the United
States District Court for the Northern District of Georgia by two individuals on behalf of the United
States under the Federal False Claims Act. The lawsuit was originally filed on March 8, 2006, and then
unsealed on October 3, 2011, The United States elected not to intervene in the action. The plaintiffs allege
that Wells Fargo charged certain impermissible closing or origination fees to borrowers under a U.S.
Department of Veteran Affairs’ (VA) loan guaranty program and then made false statements to the VA
concerning such fees in violation of the civil False Claims Act. On their behalf and on behalf of the
United States, the plaintiffs seek, among other things, damages equal to three times the amount paid by
the VA in connection with any loan guaranty as to which the borrower paid certain impermissible fees or
charges less the net amount received by the VA upon any re-sale of collateral, statutory civil penalties of
between $5,500 and $11,000 per False Claims Act violation, and attorneys’ fees. The parties have
engaged in extensive discovery, and both have moved for judgment in their favor as a matter of law. In
August 2017, the parties reached a settlement in which the Company will pay $108 million. The
settlement amount does not include plaintiffs’ attorneys’ fees, which are subject to court approval.”
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March 11,2019

The Honorable Maxine Waters The Honorable Patrick McHenry
Chairwoman Ranking Member

Committee on Financial Services Committee on Financial Services

U.S. House of Representatives United States House of Representatives
Washington, DC 20515 Washington, D.C. 20515

Re: For the March 12, 2019 hearing - Holding Megabanks Accountable: An Examination of
Wells Fargo's Pattern of Consumer Abuses

Dear Chairwoman Waters, Ranking Member McHenry, and Members of the Financial
Services Committee:

The National Association of Consumer Advocates greatly appreciates your efforts to hold a
hearing that examines Wells Fargo Bank’s conduct and its extensive history of mistreating
consumers. NACA is a national nonprofit association engaged in promoting a fair and open
marketplace that forcefully protects the rights of consumers, particularly those of modest
means. Accountability in the financial marketplace is crucial, and we remain concerned
over the big bank’s use of restrictive contract terms, known as forced arbitration clauses,
that deny its customers of their right to go before a judge and jury when they are harmed
by its misconduct.! It is time to end this practice.

Qver the past several years, Wells Fargo has beén mired in numerous scandals over its
widespread mistreatment of its customers and internal mismanagement. The most
notorious incident occurred over the course of the last several years when it was revealed
that the bank’s enormous pressure on employees to meet sales quotas had resulted in over
three million accounts being opened without consumers’ permission.

Among a slew of other serious consumer abuses, Wells Fargo has faced allegations of:
s Tacking on unnecessary auto insurance products to car loans without customers’
knowledge;

« Engaging in illegal student loan servicing practices;

= Unlawfully repossessing servicemembers’ cars;

= Wrongfully denying mortgage modifications.?

! See, NAT'L ASSOC. CONSUMER ADV,, ENABLING UNLAWFULNESS: ONE YEAR AFTER THE TIE-BREAKING VOTE THAT
2 Wells Fargo: Corporate Rap Sheet, hittps:/ /www.corp-research.org/wells-fargo (last updated jan. 7, 2019).
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This disturbing pattern of wrongdoing has been exacerbated in part by the big bank’s use
of terms in its take-it-or-leave-it customer contracts that block consumers’ ability to hold it
accountable in court when they are harmed. Forced arbitration clauses in corporate
contracts like Wells Fargo's require that consumers bring their claims behind closed doors
to an arbitration firm chosen and paid for by the corporation that harmed them.
Oftentimes, the practice also prevents them from joining forces in joint or collective actions
to take on big corporations together.

Because the arbitration process is rigged against consumers and because consumers often
cannot afford to take on the corporate bad actor alone in arbitration, corporations have
avoided compensating their victims. Big corporations, and especially a scandal-ridden
megabank like Wells Fargo, should be prohibited from sweeping their wrongdoing under
the rug like this.

The public pressure following the fake account scandal forced Wells Fargo to provide some
remedies to the customers it harmed. But the bank has a long history of using forced
arbitration to get consumer legal actions thrown out of the taxpayer-funded public courts
and into shadowy, private arbitration.

For example, just last May 2018, a federal appeals court held that Wells Fargo could force
customers with serious complaints against the bank’s overdraft practices into individual
arbitration.® The consumers in this and other cases alleged that Wells Fargo and other
banks would pad their bottom-line by reordering customers’ debit transactions to increase
the chances of bank account overdrafts that would lead to costly fees charged to their
customers. In many cases, the consumers sought to band together in class actions to seek
remedies and to stop the bad overdraft practices, but the forced arbitration clauses shut
down their access to justice.

If big corporations are allowed to continue to use forced arbitration as a get-out-of-jail free
card, then we can expect more harm to many more consumers with minimal repercussions,
To help hold Wells Fargo accountable, Congress must pass a law, such as the Forced
Arbitration Injustice Repeal Act, that would ensure consumers are able to choose how to
get their claims heard when they are harmed.

Thank you for considering our views.
Sincerely,
Christine Hines

Legislative Director
National Association of Consumer Advocates

3 Gutierrez v. Wells Fargo Bank, NA, 889 F.3d 1230 {11th Cir. May 10, 2018).
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Ehe New Pork Times

Wells Fargo Says Its Culture Has Changed.
Some Employees Disagree.

By Emily Flitter and Stacy Cowley

March 9, 2019

Wells Fargo has spent years publicly apologizing for deceiving customers with fake bank
accounts, unwarranted fees and unwanted products. Its top executives say that because they
have eliminated the aggressive sales targets that spurred bad behavior, the bank’s culture has
changed.

Many employees say that is news to them.

There is no evidence that employees are secretly opening accounts in customers’ names or
tricking them into buying unnecessary auto insurance, as some did in the past. The bank has
altered how it pays workers and added safeguards to catch bad behavior.

But Wells Fargo workers say they remain under heavy pressure to squeeze extra money out of
customers. Some have witnessed colleagues bending or breaking internal rules to meet ambitious
performance goals, according to interviews with 17 current and former employees and internal
documents reviewed by The New York Times.

in Des Moines, where the bank — the nation’s fourth biggest — has a large debt-collecting
operation, workers in December were expected to handle at least 30 calls an hour and recoup
$34,000 in unpaid credit-card and other debts for the month. In January, the targets rose to 33
calls an hour and $40,000, goals that many employees there failed to attain, according to internal
records.

“For us front-line workers, there’s an overwhelming sense of frustration,” said Mark Willie, who
works in the Des Moines office and is part of a group, the Committee for Beiter Banks, trying to
unionize Wells Fargo employees. “There is a general fear of retaliation for speaking out”

Two mortgage-processing employees in Minneapolis said managers pressured their team to send
documents that they knew contained incorrect information to borrowers to meet internal
deadlines,

In a survey of more than 27,000 employees in the bank’s information-technology department late
last year, top concerns included their ability to raise grievances with managers and whether
“Wells Fargo conducts its business activities with honesty and integrity” Workers recently

hiips e nytimes comi20 it fargo-sales-culiure htrt 177
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flooded the bank’s internal blog with hundreds of angry comments about Wells Fargo’s sales
incentives, pay and ethics and leaders’ “doublespeak,” according to screenshots of the blog
reviewed by The Times.

Wells Fargo executives said in interviews that the bank’s culture had improved and that fewer
bank employees had direct financial incentives to sell products to customers.

“Qur entire system of how we pay, coach and develop team members is designed to focus on
customer experience and customer outcomes,” said Mary Mack, Wells Fargo’s head of consumer
banking. “Things have changed alot”

Ms. Mack said none of the debt-collecting employees in the Des Moines group had lost their jobs
last year for not meeting the goals. She declined to comment on the Minneapolis mortgage
processors, but said the bank investigates employees’ allegations.

Wells Fargo was regarded for years as one of America’s best banks. Then, in 2016, its pattern of
wrongdoing became public. The bank admitted that employees had opened as many as 3.5 million
phantom accounts in customers’ names to meet stratospheric sales goals. It also admitted forcing
customers to buy unneeded auto insurance and charging improper mortgage fees.

The scandal has been costly for Wells Fargo. Its chief executive was pushed out. The bank has
paid more than $1.5 billion in penalties to federal and state authorities, and $620 million to resolve
lawsuits from customers and shareholders. Most painful, the Federal Reserve punished the bank
in February 2018 by prohibiting it from expanding until it cleaned up its culture and internal
checks and balances — a restriction that remains in force.

The Fed has said that before it will lift its constraints, Wells Fargo must devise a plan to ensure
that the deceptive practices won't happen again. Once the Fed signs off on the plan, the bank
must demonstrate significant progress and win approval from an independent reviewer. The bank
is still negotiating the details of the plan with the Fed. Its chief executive, Timothy J. Sloan, has
twice pushed back his estimate for when the restrictions will be lifted,

Rpshnannylimes, com/2010/03/09/businessivells-fargo-sales-culture himi an
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Timothy J. Sloan, Wells Fargo's chief executive, in front of a Senate commiittee in 2017. He
is scheduled to return to Congress on Tuesday to testify about the bank’s progress.
Alex Wong/Getty Images

On Tuesday, Mr. Sloan will testify to a congressional committee about the bank’s progress at
overhauling its culture.

At the heart of its rehabilitation efforts, Wells Fargo said, it has changed how it motivates
employees. No longer will they be individually rewarded for reaching sales targets, or punished
for falling short. Branch workers were told that their primary job is to serve customers, not sell
them things.

But the sales incentives have changed, not disappeared, according to the current and former
employees, who work in branches, loan-processing centers and other parts of the bank. (Most
spoke on the condition of anonymity to protect their jobs in the industry)

In the past, branch workers were eligible for bonuses if they persuaded customers to apply for a
credit card or to take out a loan.

Now, employees are urged to refer prospects to salespeople in the bank’s mortgage or wealth
management division, and some branch workers are eligible for bonuses if those referrals turn
into sales, multiple employees said.

“Some retail bank positions or more experienced bankers might be eligible to be rewarded,” Ms.
Mack said. “The pressure element is not there, but the opportunity to reward team members is.”
She said sales weren’t the only factor that influenced bonuses.

Ritpswwwnytimes.com/i2019/03 i His-Targs s fure. himi a7
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In addition, most branch employees can get bonuses based on their branch’s overall performance.

A. I Bula, a former branch employee in Richmond, Va,, said his managers had criticized him
when he failed to generate enough customer referrals to the sales team. The sales-oriented
culture “was still there,” said Mr. Bula, who left Wells Fargo in July. “Just get someone
something”

A personal banker who works in a North Carolina branch said his manager had told him to
increase his referrals to the bank’s mortgage team and financial advisers. He said he had ethical
qualms about trying to sell more products te his customers, who are mostly college students and
retirees with limited money.

For salespeople, the goals are even more explicit and detailed.

One former salesman, who sold credit-card-swiping terminals to businesses on the East Coast,
shared his 2018 performance plan with The Times. It might look familiar to anyone who works in
a sales-oriented job.

The salesman was required to book at least 15 sales meetings a week. For every 30 opportunities
he logged, 10 needed to result in a sale. His calendar had to show regular meetings scheduled
with Wells Fargo branch managers, whom he was told to lobby for introductions to potential
customers.

The salesman said that when his managers had wanted him or his colleagues to ratchet up their
sales, they had used coded language: “We're not helping enough customers.” He quit last summer
because of the relentless pressure to hit his targets.

Another Wells Fargo salesman, who said he had also left because the sales pressure had been too
intense, confirmed his colleague’s account and said he had received similar performance targets.

Ms. Mack said only 20 percent of equipment sellers’ compensation was based on their sales
performance.

In another division of the bank, which handles mortgage applications, several employees said
managers dangled rewards to get them to process loans faster.

hitps:Assvwnylimes.com/2018/03/08/bush fis-f: sate! Hure himd 47
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A'branch in Manhattan. An employee in Richmiond, Va., who left Wells Fargo in July said
the sales-oriented culture “was still there” The mandate: “Just get someone something”
Jeenah Moon for The New York Times

In previous years, workers got bonuses if they processed 25 mortgage applications a month,
getting all the necessary documents in order, verifying borrowers’ sources of income and sending
out paperwork. Then the target was raised to 30. At the beginning of 2017, it went up to 35. (Mark
Folk, a bank spokesman, said the increase had stemmed in part from the introduction of
technology intended to speed up the process.)

The employees said the intense pressure led some workers to break the rules.

In one Wells Fargo office in Minnesota, two current employees said managers sometimes asked
them to send customers mortgage documents even though the interest rate or fee calculations
were incorrect — resulting from missing paperwork — so the team could record that the
documents were sent out quickly. In those instances, the employees said, another set of
documents would be sent to the customer after the missing paperwork came in and the
calculations were corrected.

Ms. Mack said that, starting in January, the bank had stopped paying bonuses based on hitting
mortgage-processing goals.

Employees’ frustrations with the bank extend beyond the pressure to keep hitting lofty targets.
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Melissa Kinnard, who worked in Minneapolis as a financial adviser, said the company had
sometimes pushed her and other brokers to steer clients toward investments that would generate
recurring fees for the bank, including in a case where “it was not in the client’s best interest.”

Frustrated by what she saw as the bank’s culture, Ms. Kinnard quit in January.

Days later, the bank sent a letter to her clients, in her name, announcing that she would be
teaming up with another Wells Fargo employee to handle their accounts. The Jan. 29 letter,
reviewed by The Times, falsely indicated that Ms. Kinnard still worked at the bank and that she
endorsed the other employee’s credentials.

Ms. Kinnard repeatedly asked the company to retract the letter. It didn't.

“That letter went out in error,” Mr. Folk, the bank spokesman, said on Friday. “We apologize for
the mistake”

Many Wells Fargo employees are also upset about what they said was a drop in their
compensation after the bank phased out many of its old sales bonuses.

On the company’s internal blog in January, Patrick Timmons, who works in Minneapolis on
resolving customer complaints, accused Wells Fargo’s executives of trying to “string us along
with an endless series of platitudes and doublespeak.”

While the bank’s leaders receive “obscene pay packages,” its rank-and-file workers are
struggling, he wrote. (Wells Fargo’s chief executive, Mr. Sloan, was paid more than $17 million in
2017, up 36 percent from the year before.)

“I completely agree,” a teller in Miami responded. The teller said there was “a disconnect
between corporate and branch/officer workers.”

Alex Ross, a bankruptey specialist for Wells Fargo in Minneapolis who is also an activist for the
Committee for Better Banks, stood up at Wells Fargo’s annual shareholder meeting last April and
told Mr. Sloan that many employees felt unable to speak frankly with their managers about
problems. He said that some feared that they would face retaliation if they complained.

“Candidly, we need to hear from our team members more often,” Mr. Sloan responded. “I don’t
want you to think that we are not listening. We absolutely are”

Mr. Ross said in an interview that he hadn’t seen any change since then in the way workers were
treated.

“There’s a sense among the workers that most of the reforms the bank has made are very
superficial and only being done for PR. reasons,” he said.

A version of this article appears in print on March 10, 2018, on Page Al of the New York edition with the headline: A Bank Says it's Reformied.
Workers Differ,
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Wells Fargo Regulators Weigh Executive
Shakeup as CEO Heads to Washington

At a House hearing, CEO is likely to be asked about bank’s ongoing problems and whether he can finally
repair its image

Timethy Sloan, CEOQ of Wells Fargo, testifying in 2017 before the Senate Comunittes on Banking, Housing, and Urbian Affairs;
PHOTO: RON SACHS/CNP/ZUMA PRESS

By Emily Glazer
March 11, 20191302 am. ET

More than two years after a scandal erupted over fake customer accounts, Wells Fargo
come into focus Tuesday, when Chief Executive Timothy Sloan appears before a House
Financial Services Committee newly dominated by Democrats with a decidedly populist tilt.

Mr. Sloan agreed 1o testify solo, ahead of other bank CEOs, when asked by the committee.
Among other topics, he is likely to be asked about Wells Fargo’s ongoing problems and whether
he is capable of fixing them.
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In the background, nearly every one of the bank’s business lines is under investigation by a
government agency, including the Justice Department and the Securities and Exchange
Commission. Among the most serious, officials at the Office of the Comptroller of the Currency,
one of the bank’s chief regulators, are debating a rare step: whether to force out additional top
executives or divectors, according to a person familiar with the matter. The OCC has spent so
much time dealing with Wells Fargo that it is even considering charging it a special fee,
according to people familiar with the matter.

In testimony prepared for Tuesday’s hearing, Mr. Sloan said the bank has worked to address the
problems exposed by the sales scandal and the “root causes that allowed them to occur in the
first place.”

“As aresult, Wells Fargois a better bank than it was three years ago, and we are working every
day to become even better,” he says in the prepared remarks.

Mr. Sloan first promised to repair the defects at Wells Fargo when he took the helm in October
2016 in the wake of a damaging revelation that retail-branch employees were creating fake
customer accounts to juice their numbers or keep their jobs.

A 31-vear veteran of the bank, he initially set out to repair its image by sending executives on
listening tours and wooing large shareholders. He reshuffled the leadership team and pushed
Chief Risk Officer Michael Loughlin to fix the risk-management system-—and when the Fed
rejected the plan, hired a consulting firm to devise a new one. Mr. Loughlin retired last year:

In recent months, the bank has added five outside executives to its top ranks, some at the behest
of regulators. Wells Fargo “has undergone an extensive review process and has been working
diligently to address and resolve the problems of the past, take care of our customers promptly
and fairly, and transparently describe our progress,” a spokeswoman said.

But investors, analysts and employees have been leery. The bank’s stock is flat since the sales
scandal erupted in 2016, while the KBW Nasdag Bank Index of the higgest U.S. banks has risen
35%.

“Is a new leadership person required at the helm? And if so, should it be an outsider? Those are
fair guestions for the board to ask right now; 2V years is a pretty good runway for someone to
make changes,” said David Miller, a Princeton University professor who focuses on business
ethics and has advised Citigroup Inc. among other big banks.

A big reason is Wells Fargo’s inability to turn the page with the government. Just over a year
ago, the Federal Reserve imposed a cap on how much the bank can grow its assets. Mr. Sloan
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recently cautioned that the limit would likely remain in place at least the rest of this year—far
longer than originally expected.

One of the bank’s biggest shareholders sold off its stake in response to the Fed’s move.

Parnassus Investments said the bank was no longer suitable for its portfolio. Discussions with
Mr. Sloan and Wells Fargo directors led to some positive changes, but “troubling new issues
continue to emerge,” Parnassus said in a statement at the time.

Since the Fed imposed its cap in February 2018, Wells Fargo has continued to accumulate
problems. A few weeks after the Fed’s order, Wells Fargo disclosed that the Justice Department
had ordered it to obtain an independent review of its wealth- and investment-management
business. Whistleblowers had alteged financial advisers were pushing clients into
inappropriate products and were shifting client assets around to generate greater revenue and
bonuses, The Wall Street Journal has reported.

In April, the Consumer Financial Protection Bureau and OCC imposed a $1 billion fine on the
bank for misconduct in its auto- and mortgage-lending business. The OCC said it found
deficiencies in the bank’s risk-management system that “constituted reckless, unsafe or
unsound practices,” leading to improper charges to hundreds of thousands of consumers.

Wells Fargo also had botched refunds to thousands of auto-loan customers and sent 38,000
erroneous communications to borrowers who were forced to buy unneeded auto insurance, the
Journal reported. It also waited months before reaching out to mortgage customers who had
been improperly charged, people familiar with the refunds said. That delay was, in part, at Mr.
Sloan’s direction, the people said. He worried the bank’s initial methodology could open it up to
a deluge of customer claims in the future, one of the people said.

The bank is still refunding auto-loan customers, the person said.

Arati Randolph, the bank’s spokeswoman, said Wells Fargo has now paid refunds and interest
to “substantially all” affected mortgage customers. Mr. Sloan “always wants to ensure that any
customer process is conducted thoughtfully and accurately,” she said.

Mr. Sloan declined to be interviewed for this story.

In midsummer, the OCC, frustrated at Wells Fargo’s slow integration of more than 400 lending
platforms within its wholesale business, pushed the bank to hive PricewaterhouseCoopers to do
the work, current and former executives said.

Soon after, the OCC effectively forced out two top executives, Chief Administrative Officer Hope
Hardison, a 25-year Wells Fargo veteran who ran human resources, and David Julian, the chief
auditor.
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The OCC sent individual rebukes to Ms. Hardison and Mr. Julian, a procedure that left the bank
little choice but to replace them.

The regulator has more direct authority, under a 2018 enforcement action, to replace Wells
Fargo executives or directors, which it is now considering using, a person familiar with the
matter said. The regulator hasn't decided what to do and may not exercise its authority, the
person said,

Wells Fargo executives “continue to have constructive dialogue with our regulators and are
taking their detailed feedback and making comprehensive changes across the company,
especially to our operational and compliance risk management,” Ms. Randolph said. Mr. Sloan
has the full support of the bank’s board, she said.

~Ryan Tracy contributed to this article.

Write to Emily Glazer at emily.glazer@wsj.com

Copyright © 2019 Dow Jones & Company, inc. All Rights Reserved
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Private Detention Industry Expected to Swell from
“Zero Tolerance” at the Border:

New Estimates Show Number of Immigrants in Private Detention
Facilities Would Grow by 290 to 580% if Trump’s Policy Fully
Implemented; Major Wall Street Banks JPMorgan Chase and Wells
Fargo Poised to Benefit

Data Brief by Make the Road New York and the Center for Popular

Democracy
June 2018

if the Trump administration is able to fully implement its “zero-tolerance” policy for people
crossing the border, new estimates from Make the Road New York and the Center for
Popular Democracy show that the number of immigrants in private detention facilities
will grow by 290 to 580 percent over the next two years.' The data, presented below in
Table 1, show that Donald Trump's plan to move from putting children in cages to pursuing
indefinite detention of immigrant families will be an enormous boon for private detention

companies.

Moreover, Wall Street banks like JPMorgan Chase, Wells Fargo and BlackRock are some
of the biggest winners from Trump’s plan to put as many immigrants as possible in
cages. These banks’ sizable private detention stock holdings and history of providing financing
through bonds, term loans, and revolving lines of credit ensure that when private immigrant
detention increases, Wall Street revenues soar.’

Table 1: Expected Industry Growth from “Zero Tolerance”

Average Average Daily | Additional ADP | Additional ADP Percent
Incarceration Population After “Zero in Private Change from
Time (ADP} in Tolerance” Detention FY 2018
Detention
Six Months 144,286 113,986 80,930 290%
One Year 288,672 227,972 161,860 580%
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Attorney General Jeff Sessions announced the new “zero-tolerance” policy on April 6th, 2018,
indicating that everyone who is apprehended while crossing the southem border will face
criminal charges.” Once it became clear that the new policy separated families crossing the
border, reports in the press emerged and public pressure mounted, with protests in dozens of
cities held to demand freedom for immigrants.” After weeks of public opposition, Trump issued
an executive order largely keeping the “zero-tolerance” policy intact.Y While it is unclear
whether the administration will implement the current policy as intended due to various
constrainis and continued public opposition, it is important to understand who would benefit
from full implementation.

Table 1 demonstrates that the number of immigrants caged in private detention, already a multi-
billion doltar industry, would grow by 290 to 580 percent in the next two years. This is due to an
expected increase of between 114,000-228,000 people in the average daily population of
immigrants in detention after the full implementation of “zero tolerance,” 81,000-162,000 people
of which would be in private detention facilities. (See below for a detailed explanation of the
methodology.)

As focus tums to companies that profit directly from detaining immigrants, their financial
backers’ role in maintaining, expanding, and making money from the industry deserves scrutiny,
as well. An April 2018 Corporate Backers of Hate report, “Bankrolling Oppression,” found that
JPMorgan Chase’s private detention stockholdings have increased 97 times (or 9,600 percent)
from before Trump’s surprise electoral victory to the beginning of this year." Yet as JPMorgan
Chase benefits from and finances the detention industry, CEO Jamie Dimon has the audacity to
respond to the zero-tolerance policy by saying that “his heart goes out to the impacted
families.™

Geo Group and CoreCivic, the detention industry leaders, paid their lenders $217 million in
2017." Banks like JPMorgan and Wells Fargo hold such a significant share of the debt
extended to Geo Group and CoreCivic that their withdrawal of financing couid strike a blow to
the private detention companies’ current debt-financed business model,” yet so far, they have
refused. At the same time, the banks continue holding shares in the private detention
companies as their stock prices increase. From the “zero-tolerance” policy announcement on
April 8" to the June 22" “request for information” to add 15,000 beds in family detention
centers,” stock prices for Geo and CoreCivic have shot up by 23 percent and 13 percent,
respectively.¥

Private Detention Industry Expected to Swell from “Zero Tolerance” at the Border, pg. 2
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Methodology and References

The estimate of private detention growth necessarily involves some assumptions because
Immigration and Customs Enforcement (ICE) blocks access to what should be publicly available
information.

To estimate the length of time that people apprehended on the southern border wilt be put in
cages for their criminal charges (Average Incarceration Time), we created a range based on the
administration’s statements, the US criminal code, and various intensifying factors (first column).
The intention of the “zero-tolerance” palicy is to charge everyone crossing the border with “the
full prosecutorial powers of the Department of Justice.”™ Therefore, the DOJ intends to
criminally charge people who cross the border with at least illegal entry.” The US Code allows
for people crossing the border for the first time to be charged with illegal entry, which carries a
sentence of up to six months. The separate charge of illegal reentry comes with a sentence of
up to two years.” Historically, the latter has been the more common criminal charge ™ with an
average sentence length of 17 months. ™ Due to the policy change, it is unclear what the ratio of
ilegal entry and iflegal reentry charges will be moving forward. An intensifying factor that will
lead to people being put in cages for longer if the “zero tolerance” policy is fully implemented is
that the federai court system is already at a breaking point?™™ at least one federal prosecutor
has said that he cannot implement the policy with current resources.™ Recognizing the
uncertainty about both the courts’ processing capacity and the ratio of future charges, the
variable range used for Average Incarceration Time is six months to a year.™ If anything, this is
a conservative estimate given the 17-month average sentence length for illegal reentry.

To calculate Average Daily Population (ADP) in Detention {second column), we subtracted the
number of unaccompanied children™ from the total apprehensions along the southwest border
from June 2017 - May 2018." This analysis assumes that there will be the same number of
such apprehensions over the next year (288,572). We multiplied the apprehensions number by
the variable range for Average Incarceration Time to calculate ADP, an important statistic for
ICE.

To estimate Additional ADP After “Zero Tolerance” (third column), we multiplied the ADP in
Detention numbers by 79 percent because 21 percent of people crossing the border have been
referred for prosecution in the past few years.™ Since 21 percent were historically referred for
prosecution, “zero tolerance” means that the remaining 79 percent multiplied by the ADP in
Detention numbers represents the additional people that will be prosecuted.

To caloulate the Additional ADP in Private Detention (fourth column), the current share of

private ICE facilities (71 percent)™" was multiplied by the Additional ADP after “Zero Tolerance”
estimates.™ This assumes that the privatization ratio will remain the same moving forward,

Private Detention Industry Expected to Swelf from “Zero Tolerance” at the Border, pg. 3
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which is a reasonable assumption without clear evidence to the contrary--particularly given the
Trump administration’s reliance on private detention facilities. ™

Finally, we calculated the Percent Change from FY 2018 (fifth column) by expressing the
Additional ADP in Private Detention in terms of the private detention ADP in Fiscal Year 2018
in ICE facilities *¥

This estimate assumes people crossing the border are put in cages in ICE facilities and do not
serve time in Criminal Alien Requirement (CAR) prisons run by the Bureau of Prisons. CAR
prisons are private prisons that people who cross the border have been sent to since Operation
Streamline. ™™ Because CAR prisons are privately run,®* this assumption makes the estimated
range more conservative. It is also reasonable since some reports say that many people who
are apprehended after crossing the border will fikely be sentenced to time served,™ thus
avoiding CAR prisons. ™

Finally, it bears mention that, to isolate the impact of the “zero tolerance” policy change, this
analysis assumes other immigration enforcement (for instance, enforcement activity in the
interior) remains the same. This, too, is a conservative assumption given ICE’s recent efforts to
ramp up interior enforcement ™"
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Recentstudies have used statistical methods to show that minorities were more likely
than equally qualified whites to receive high-cost, high-risk loans during the U.S.
housing boom, evidence taken to suggest widespread discrimination in the mort-
gage lending industry. The evidence, however, was indirect, being inferred from
racial differentials that persisted after controlling for other factors known to affect
the terms of lending. Here we assemble a qualitative database to generate direct ev-
idence of discrimination. Using a sample of 220 statements randomly selected from
documents assembled in the course of recent fair lending lawsuits, we code texts
for evidence of individual discrimination, structural discrimination, and potential
discrimination in mortgage lending practices. We find that 76 percent of the texts
indicated the existence of structural discrimination, with only 11 percent suggest
ing individual discrimination alone. We then present a sample of texts that were
coded as discriminatory to reveal the way in which racial discrimination was embed-
ded within the social structure of U.S. mortgage lending, and to reveal the specific
microsocial mechanisms by which this discrimination was effected,

INTRODUCTION

Quantitative work has shown that the level of black-white segregation powerfully pre-
dicted the number and rate of foreclosures across U.S. mewropolitan areas during the
Great Recession (Rugh and Massey 2010), and that African Americans and Latinos were
much more likely to receive high-cost, high-risk loans than white borrowers during the
housing boom, even after controlling for credit scores, loan to value ratios, subordinate
liens, income, assets, expense ratios, neighborhood characteristics, and other relevant
variables (Bayer et al. 2014; Been et al. 2009; Bocian et al. 2011; Rugh et al. 2015).
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Although the quantitative findings were convincing enough to compel several large mort-
gage lenders to settle lawsuits alleging discrimination, the evidence they offer is ultimately
statistical and indirect. After controlling for the characteristics of borrowers, properties,
and neighborhoods, racial differences in lending outcomes are presumed to indicate racial
discrimination. The discriminatory behavior is never directly observed.

Here we endeavor to supplement existing quantitative studies by developing direct
qualitative evidence of the racial discrimination during the recent housing boom. To ac-
complish this goal, we cornpiled a sample of interviews, depositions, and statements made
by borrowers, mortgage brokers, loan officers, credit managers, due diligence emplovees,
investment bankers, and others who were involved in subprime lending and securitization
in the years leading up to 2008. We then systematically coded the statements to identify
specific reports of racial discrimination and generate a sample of associated texts to re-
veal the nature of the racial bias and the mechanism of discrimination. The selected
passages speak directly to the racialized knowledge, intent, and motivations of those who
marketed high-cost, high-risk lending products to minority borrowers during the housing
boom. We offer these qualitative data as powerful direct evidence of racial discrimination
in U.S. lending markets, complementing the strong indirect evidence provided by earlier
quantitative studies.

We begin by discussing the historical evolution of racial discrimination in U.S. real es-
tate and lending markets and then move on to describe the qualitative database we con-
structed from recent fair lending cases and the analytic methods we applied to code these
data to identify instances of discrimination described in the texts. QOur findings lead us
to conclude that racial discrimination was quite common in the institutions under study.
We end by discussing the microsocial processes by which black and Latino individuals
and communities were channeled inte high-cost, high-risk loans that left them uniquely
exposed to risks of default, foreclosure, repossession, and the loss of home equity, thus
serving to exacerbate already skewed racial inequalities in the distribution of wealth.

HISTORICAL SEGREGATION AND DISCRIMINATION

Prior to the Civil War, African Americans were not very residentially segregated in either
the north or the south (Massey and Denton 1993). In southern rural areas slave popu-
lations were housed on plantations with their masters and in urban areas of the south
they typically lived “downstairs” in servants’ quarters or in cottages located on side streets
and alleys near white-owned homes and businesses. In northern cities, African Americans
were small in number and not highly concentrated spatially. Although black residents
were generally relegated to poor neighborhoods, within them they mingled with poor
white urbanites, both native and tmmigrant. The small number of elite African Ameri-
cans were by no means accepted as social equals, but if they could afford it they were
often tolerated in higher status white neighborhoods.

The situation changed dramatically in the late 19th century with industrialization and
urbanization, which increased the size, density, and heterogeneity of U.S. cities to ele-
vate the potential for spatial segregation (Massey and Denton 1993). As immigrants from
Southern and Eastern Europe flowed into burgeoning industrial areas, they experienced
far higher levels of segregation than earlier waves of immigrants from Northern and West-
ern Europe (Hershberg et al 1981). Black rural-urban migration was small at first but

119



248
CITY & COMMUNITY

picked up around the turn of the century and accelerated after 1914 when the First World
War curtailed immigration from Europe and increased the demand for unskilled work-
ers in manufacturing centers. The demand for black workers increased further when na-
tional origins quotas were imposed on immigrants from Southern and Eastern Europe in
1921 and 1924 despite soaring labor demand during the economic boom of the Roaring
Twenties.

As black migration into urban areas surged, color lines hardened, especially in the
Northeast and Midwest, as successively higher levels of residential segregation were im-
posed on African Americans (Lieberson 1980). Although immigrants from Southern and
Eastern Europe were also segregated within the industrializing landscape, their levels of
spatial separation and isolation never reached the heights experienced by African Amer-
icans. At first, city governments sought to manage racial tensions by mandating separate
areas for black and white residents, and systems of de jure residential segregation spread
rapidly throughout the nation until 1917, when the Supreme Court declared them to be
unconstitutional (Massey and Denton 1993).

Despite this legal ruling, white resistance to coresidence with African Americans inten-
sified and blacks daring to cross recognized residential color lines were met with hostility,
ostracism, and increasingly violence. As densities rose to new heights within black neigh-
borhoods during the years of wartime housing scarcity, African Americans were increas-
ingly forced across the color line, prompting a wave of urban race riots that culminated
in the Great Chicagoe Riot of 1919 (Chicago Commission on Race Relations 1922).

In response to wanton property destruction during the riots (though not to the toll
in black lives), the real estate industry took control of the situation and created new le-
gal mechanisis to restrict and control black residential expansion (Massey and Denton
1993). Deed restrictions were developed to prohibit the rental or sale of any property to
unwanted outsiders, which always meant African Americans and at times other groups.
Realtors also invented racially restrictive covenants, private contracts between property
owners within a defined geographic area who agreed not to rent or sell their homes to
black home seekers. Violation of these terms would spur a lawsuit for breach of contract.
Model covenants were drawn up and distributed for use by real estate agents nationwide
and a provision against the introduction of “unwanted population elements” into resi-
dential neighborhoods was enshrined in the profession’s code of ethics (Helper 1969).

With these legal mechanisms in place, levels of violence subsided though never en-
tirely disappeared. Neighborhoods still regularly underwent racial transitions from white
to black but usually at times and places chosen by the real estate industry; and the pro-
cess of “blockbusting” was perfected to maximize rents and profits. Whenever the existing
ghetto filled to capacity, an adjacent neighborhood was targeted for managed turnover
and the color line shifted outward in space (Duncan and Duncan 1957; Tacuber and
Taeuber 1965). Black confederates of real estate agents were typically sent into white
neighborhoods to sow fears of racial change and induce panic selling. Since banks gener-
ally refused to lend to black borrowers, these transitions were organized and financed by
unscrupulous agents who extracted high rents from incoming movers or imposed oner-
ous sales terms that led to foreclosure and serial sales of the same property (Massey and
Denton 1993; Satter 2009).

These institutionalized private mechanisms of discrimination built the modern black
ghetto and perpetuated segregation through the 1920s, but with the advent of the
Great Depression the federal government was compelled to intervene to stabilize the
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housing and banking industries and it adopted the private sector’s discriminatory prac
tices (Jackson 1985). Two of the first agencies established under Franklin Roosevelt’s New
Deal were the 1933 Homeowners Loan Corporation and the 1934 Federal Housing Ad-
ministration, which created new loan programs in which the government guaranteed 90
percent of the value of a home loan, provided it conformed to federally specified criteria,
such as 10 percent down and a 30-year amortization period.

As in the private sector, the HOLC and the FHA discouraged lending to black bor-
rowers and recommended the use of restrictive covenants. In additon, however, federal
authorities developed a new discriminatory tool known as the “residential security map,”
which was used to color-code neighborhoods in a given city according to their credit wor-
thiness. Red indicated ineligibility for a federally insured loan and black neighborhoods
were invariably coded red (Jackson 1985). Although banks had avoided lending in black
neighborhoods before the New Deal, the practices of the HOLC and the FHA gave them
a federal seal of approval and contributed to the institutionalization of redlining through-
out the lending industry. According to Jackson (1985), neighborhoods that were coded
red were much less likely to receive federally insured loans, though research by Hillier
(2003) in Philadelphia found that redlining had a greater effect on interest rates than on
loan provision itself, at least in that city.

HOLQC's discriminatory lending practices were taken up by the Veterans Administra-
tion when it established its own lending program for returning soldiers in 1944 and be-
came the standard for private lending during the suburban boom of the 1950s and 1960s
(Katznelson 2005). With white Americans being federally subsidized to move to the sub-
urbs by FHA and VA loan guarantees, spending on freeways from the Interstate Highway
Trust Fund, and the tax deductibility of mortgage interest payments, blacks moved into
the homes and neighborhoods they left behind in central cities. Once a neighborhood
became black, of course, it was substantially cut off from capital and credit, both public
and private, thereby creating underserved and financially unsophisticated communities
of people living in deteriorating circumstances (Massey and Denton 1993; Squires 1992).

This status quo persisted through the 1960s and 1970s and served to perpetuate racial
segregation and create the classic American configuration of “chocolate cities and vanilla
suburbs” (Farley et al. 1978). Racial discrimination in the rental or sale of housing was not
ontlawed until the 1968 Fair Housing Act; and although this legislation also prohibited
discrimination in lending, it was not until the 1974 Equal Credit Opportunity Act that
discrimination in mortgage lending was firmly enjoined, and not until the 1977 Commu-
nity Reinvestment Act that banks were actually required to make loans to underserved
minority neighborhoods (Metcalf 1988).

As a result, when Massey and Denton (1987) undertook their initial analysis of black
residential segregation using the 1980 census they found that levels of black residential
segregation had barely changed. Discrimination did not end after the passage of civil
rights legislation in the 1960s and 1970s, of course (Yinger 1997). Traditional forms went
underground and became clandestine while new mechanisms of discrimination were in-
vented {Massey 2005). In real estate, outright refusals to market or show housing were
increasingly replaced by steering, the systematic channeling of black home seekers to
black or already integrated neighborhoods (Charles 2003). In banking, categorical de-
nials of access to credit were replaced by the systematic offering of credit on unfavorable
terms to black individuals and neighborhoods (Squires 2003). As time passed, financial
institutions increasingly sought out black individuals and neighborhoods explicity o

121



250
CITY & COMMUNITY

market them high-cost, high-risk loans and boost their own profits (Engel and McCoy
2008; Immergluck 2009).

During the 1980s and 1990s, the mortgage industry shifted from direct lending by
banks to the origination of loans by intermediaries—independent brokers and retail
lenders who marketed mortgages and then sold them to investrnent banks that, in turn,
bundled them together to create payment streams that backed rities that were then
sold to investors, a process known as securitization (Stone and Zissu 2012). Under the
new system, profits for financial organizations depended on the size of the gap between
the prevailing interest rate and the rate paid by borrowers, known as the “yvield spread.”
Brokers, retail banks, and investment banks made greater profits when the gap between a
loan’s interest rate and the prevailing interest rate was wide, creating incentives for loan
originators to charge as much as possible for the loans (Botein 2013).

In this new context, minority communities shifted from being seen as a pool of bor-
rowers to be avoided to being perceived as an attractive market for loan sales that might
expand the number of mortgages available for securitization. Historical disparities in
wealth and access to credit could now be profitably exploited to fuel 2 boom in subprime
lending, thus yielding a new mechanism of racial discrimination known as “predatory
lending,” in which minority borrowers and neighborhoods were targeted for costly and
risky lending products {Rugh and Massey 2010; Squires 2011). In this context, historically
underserved black and Latino communities came to be seen as a lucrative untapped mar-
ket characterized by established home equity, ample room for increased home ownership
rates, and a pool of potential borrowers with little financial experience who could be de-
liberately targeted for the marketing and sale of subprime loans (Botein 2013; Rugh et al.
2015).

These loans not only contained higher rate spreads, but also included other provisions
that drove up the cost to borrowers while increasing the profits of lenders at the expense
of home owners and other borrowers, who assumed greater financial risk. Securidza-
tion, for example, created new incentives to push borrowers into loans with adjustable
rates so that if interest rates rose, investors would maintain their yield spread and thus
their income streams. It also led banks and brokers to favor loans with high prepayment
penalties to prevent them from paying off their loans early or refinancing at a better
rate, again maintaining cash flows for investors in mortgage backed securities (Steil et al.
2015).

In the end, predatory lending practices evolved from ostensibly neutral technologies
that were manipulated to take advantage of racial segregation, racial prejudice, and a
large population of underserved and unsophisticated borrowers, thus ensnaring other-
wise creditworthy black and Latino homeowners and into high-cost, high-risk loans. Esti-
mates suggest that during the middle 1990s anywhere from 10 to 35 percent of the peo-
ple put into subprime loans were, in fact;, eligible for prime loans (Mahoney and Zorn
1996). As the housing boom accelerated, this percentage grew untl by 2006 as many as 62
percent of subprime borrowers, disproportionately black and Latino, actually qualified
for prime loans (Brooks and Simon 2007). As a result, African Americans not only lost
money by paying higher fees for more costly products than did equally qualified whites
during the boom; but during the bust these products also put them at greater risk of de-
fault, foreclosure, and the catastrophic loss of assets through repossession, as quantitative
studies have amply demonstrated (Rugh and Massey 2010; Rugh et al. 2015).
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DATA AND METHODS

In order to develop direct qualitative evidence of how discrimination in mortgage lend-
ing functioned, we assembled statements from publicly available documents in civil rights
cases brought before federal courts alleging violations of fair lending law. We began by
seeking to identfy the universe of cases alleging predatory lending and reverse redlin-
ing violations of the Fair Housing Act and the Equal Credit Opportunity Act over the
past decade. Cases were identified through a Westlaw search of state and federal cases
bringing claims pursuant to the Fair Housing Act or Equal Credit Opportunity Act and
alleging reverse redlining. Table 1 presents a list of public and private lawsuits alleging
discrimination in lending that were filed against financial institutions over the past two
decades, which does not include administrative complaints filed with HUD or with state
and local agencies.

Many of the lawsuits were brought by the Civil Rights Division of the U.S. Department
of Justice and were settled before going to trial, leaving little in the public record aside
from the lending violations alleged and the terms of the consent order. Other cases set-
ded quickly or were dismissed e¢arly in the litigation process, likewise leaving a sparse
public record. We identified four cases, however, that both survived preliminary motions
to dismiss and included a wealth of publicly available documents that could be analyzed.

The first of these cases, Barkley v. Olympia Mortgage, was brought in federal court by
eight first-time homebuyers in Brooklyn, New York, who alleged that a real estate investor
purchased properties, performed cosmetic repair work, and then conspired with mort-
gage lenders, appraisers, and attorneys to resell the homes to black and Latino firsi-time
buyers using high~cost leans appraised at far more than a property’s true value. After a
three-week trial, the jury found the real estate investor and mortgage companies guilty of
fraud, conspiracy to commit frand, and deceptive practices. The verdict was upheld on
appeal by the United States Court of Appeals for the Second Circuit, yielding a record of
more than 25 depositions by key actors in the trial, with some interviews lasting for eight
hours or more. :

The second and third cases were brought against Wells Fargo Bank by the City of Bal-
timore and the City of Memphis (in partnership with Shelby County, Tennessee). Both
plaintiffs alleged that Wells Fargo intentionally targeted minority communities and used
discriminatory and deceptive methods to steer minority customers into predatory mort-
gages, resulting in extraordinarily high rates of foreclosure that caused local governments
to lose property tax revenue and spend additional resources maintaining vacant homes.
In both cases, the federal district court denied Wells Fargo’s motions to dismiss and the
bank ultimately chose to settle both cases, agreeing to pay millions of dollars to borrow-
ers who were overcharged and to the municipalities that brought suit. The public record
in these cases includes multiple declarations made by employees at various positions in
Wells Fargo from several different regions.

The fourth case, Adkins et al. v. Morgan Stanley, was brought by black residents of
Detroit who alleged that they were fraudulently steered into subprime loans by New Cen-
tury Financial Corporation, the second largest originator of subprime mortgages in the
United States in 2006. The plaintiffs argued that the investment bank, Morgan Stanley,
acting as a warchouse lender for New Century, encouraged the latter to issue mortgages
that ignored fair lending principles, and violated the Equal Credit Opportunity Act in
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TABLE 1. Fair Lending Cases Filed by Plaintiffs Alleging Racial Discrimination in Lending 19942014

Plaintff Defendant Court

Alleyne Flagstar Bank, FSB et al., D. Mass.
Barkley Olympia Mortg. Co. EDNY
Barrett H&R Block D. Mass.
City of Birmingham Argent Mortgage Company, LLC et al. Alabama

Commonwealth of
Massachusetts
Consumer Financial

Protection Bureau

Cook County

Cook County

De Ralb

Garcia

Guerra

Hargraves

Hoffman

In re GreenPoint
Mortgage Co.

In re Wells Fargo

Johnson

Lathern

Los Angeles

Los Angeles

Los Angeles

Los Angeles

Matthews

Miami

Miami

Miami Gardens

Miller

NAACP

Ramirez etal.

Stackhaus etal

Steele

Taylor

United States

United States

United States

United States

United States

United States

United States

United States

United States

United

United S

United States

United States

United

United Stat

United States

Watson et al

Countrywide Fin. Corp.
National City Bank

Bank of America

HSBC

HSBC

Countrywide Finmicial Corporation
GMAC LLG et al,

Capital City Mortgage

Option One Mortg. Corp.

EquiCredit Corporation etal,
NationsBank Corporation et 4l

JP Morgan Chase

Wells Fargo Bank, NA

Citigroup

Bank of America

New Century Mortg, Corp.,

Bank of America

Citigroup

Bank of America

Countrywide Bank, NUA.

Ameriquest Mortgage Company et al,
GreenPoint Mortgage Funding, Inc.
NationsBank Corporation et al,

GE MoneyBank

Accredited Home Lenders, Inc. et al.

AYG Federal Savings Bank and Wilmington Finande, Inc.

C&F Mortgage Corporation
Chevy Chase Bank, F.5.B.
Countrywide Financial Corporation
Delta Funding Corporation
Fleet Mortgage Company

GFI Mortgage Bankers, Inc.
Huntington Mortgage Company
Long Beach Mortgage Company
Plaza Home Mortgage, Inc.
PrimeLending

Security State Bank

Southport Bank

SunTrust Mortgage, Inc.

Wells Fargo Bank, NA

Shawmut Mortgage

EquiCredit Corp. etal,

Suffolk Cnty. Sup. Ct
WD, Pa

N.DIIL
N.D. U1
N.D. Ga
CD. Gal
E.D. Pa,
D.C
N.DIH.
New York

N.D. Cal.
N.BIIL
D.D.C.
CD. Cal
CD. Cal.
CD. Cal.
CD. Cal
S.D. Ohio
S.D. Fla
S.D. Fla.
8.D. Fla.
D. Mass.
D, Cal.
N.D. Cal.
bBD.C
N.D.IH.
S.13, Cal.
D. Del.
ED va
ED. Va
CD. Cal.
EDNY
EDNY
SDNY
N.D. Ohio
Ch. Cal.
S.D. Cal
N.D. Tex:
WD, Te:
E.D. Wis.
ED. Va.
D.n.C
D, Cornin.
N.D. Miss.
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order to generate large numbers of high-cost mortgages to realize greater profits from
securitization. They alleged that borrowers were more likely to receive such high-cost,
high-risk loans if they were African American or lived in African American neighbor
hoods. They also argued that the loans fraudulently extracted short-term fees and extra
costs from borrowers in ways that unfairly diminished the wealth of black borrowers and
exposed them to an elevated risk of foreclosure and repossession.

The federal district court denied a motion to dismiss the case against Morgan Stanley
and the plaintiffs filed briefs seeking certification as a class of borrowers. The public
record includes hundreds of pages of exhibits and depositions by key individuals in the
case, including internal emails, data about the characteristics of the loan pools, as well as
bid stipulations and purchase agreements for Morgan Stanley’s purchase of loans from
New Century along with other documents. The federal district court recently denied the
plaintiffs” motion for class certification, but litigation is ongoing.

The declarations, depositions, and other exhibits from these four cases provide a valu-
able window into the organizational context of mortgage lending during the pre-2008
housing boom. The cases involve different types of mortgage originators, ranging from
small regional nonbank lenders to nationally dominant firms and industry-leading banks.
The depositions include interviews with actors at every step of the lending process, from
borrowers to mortgage brokers, to loan officers, to credit managers, to due diligence em-
ployees, to investment bankers. The depositions also include interviews with appraisers,
closing attorneys, and real estate investors, and other actors involved in the lending pro-
cess. Together, the hundreds of pages of interviews offer a unique opportunity to analyze
the social processes underlying the quantitative evidence of discrimination developed to
date.

To conduct our analysis, we randomly selected a sample of deposition statements and
testimonies stratified on the geographic area of the mortgage lending, which vielded a
dataset of 220 staternents that were subject to a systematic content analysis. Of the de-
positions and declarations selected, 63 percent were witnesses for the defendants and
37 percent were witnesses for the plaintiffs. Among the latter, 60 percent were borrow-
ers, 20 percent were loan officers, and 20 percent were credit managers. Among the
former, in contrast, 24 percent were investment bankers, 20 percent were realtors, 16
percent were bank officers responsible for due diligence, underwriting standards, or val-
uations, 16 percent were lawyers, 12 percent were loan officers, and another 12 percent
were senior executives at lending institutions, real estate firms, or other organizations
(12 percent).

The resulting sample obviously is not a random sample of all lenders active during
the housing boom. Those shown in Figure 1 represent cases where discrimination was
formally alleged, a charge unlikely to be filed without substantial prior evidence of dis-
crimination; and of course most of the defendants listed in the wtable never went to trial
or settled early in the litigation process. The four cases we analyze, however, did go trial,
which suggests that the defendants and their lawyers believed the behavior in question
was defensibly nondiscriminatory, a suggestion supported by the fact that 63 percent of
the declarations in our sample were by witnesses for the defense; and the vast majority
of these worked in the real estate or banking industry, people who presumably would
not have been deposed had the defendants feared there was something to hide. In this
sense, our sample may understate the degree of discrimination prevalent in the lending
industry during the mortgage boom,
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FIG. 1. Percentage of statements coded into content-categories of racial discrimination.

Whatever one concludes about the likely direct of bias in the sample, the fact remains
that it is nonrandom, and thus we do not seek to generalize our findings to the entire
lending industry. Instead we draw on the testimonies to identify the means and mecha-
nisms by which discrimination was carried out in cases where it probably did occur. We
began our analysis by coding the 220 sampled statements to identify specific instances
of either individual or structural discrimination. Individual discrimination was coded if
the behavior in question increased the likelihood that a minority borrower received a
high-cost or high-risk loan and the action appeared to stern from the motivations of the
individual rather than the firm. Structural discrimination was coded when standard in-
stitutional procedures and practices in effect guaranteed that minority borrowers would
receive disadvantageous lending products, irrespective of individual motvations.

Statements that described a discriminatory institutional structure in which individuals
were nonetheless required to act in a biased manner to carry it out were not coded as
individual discrimination if the policy was fixed by the institution but were coded as indi-
vidual discrimination if institutional policies allowed for discretion. If neither individual
nor structural discrimination was detected in the text, we coded for “potential discrimina-
tion,” defined as behavior that could contribute to a pattern of structural discrimination
but did not necessarily provide direct evidence that structural discrimination had, in fact,
occurred,

Cases identified as discriminatory were subcoded into the following content categories
to identify the specific mechanisms by which discrimination was effected: racial target-
ing for subprime lending, loan approval when available information indicated nonap-
proval, withhelding information from the borrower, deceptive marketing practices, en-
snaring customers in debt to entice them into equity loans, incentive structures that
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encouraged discrimination, the use of customer leads obtained from lists of borrowers
in debt to neighborhood businesses, existence of a workplace culture tolerant of racism,
unethical management structures, racial stereotyping of minority customers, segmented
marketing of loan products to consumers by geography, use of technology to facilitate
discrimination, inclusion of fraudulent information in paperwork, lack of effective man-
agement oversight, and use of social networks within segregated neighborhoods for con-
sumer prospecting.

Data coding and analysis were conducted independently by two of the authors {Steil
and Albright), with each coder labeling the text with “Evidence Present,” “Evidence Not
Present,” or “Not Applicable.” Intercoder reliability was cross-checked utilizing the Re-
(Cal2 Online Utility to compute Krippendorff’s & on a 10 percent sample of the 220 texts
yielding an inter-rater reliability coefficient of 0.86 (see Freelon 2013; Hayes and Krip-
pendorff 2007). From this 10 percent sample, we then extracted texts coded as showing
individual, structural, and potential discrimination and assembled the relevant passages
into a table to demonstrate the nature of the reported discrimination, which we then
interpret to reconstruct the underlying social processes. By drawing on multiple cases
involving different lenders and originators, we are able to undertake a small-N compar-
ison that combines “the interpretive and narrative subtlety” of archival analysis with the
“analytic strength that echoes standard causal analysis” (Abbott 2004: 58).

THE MICROSOCIOLOGY OF MORTGAGE DISCRIMINATION

Figure 1 presents the result of our content coding of the textual materials to demon-
strate that discrimination in our sample was overwhelmingly structural in nature and not
attributable to individual biases or solo acts of racism. Whereas at least one coder iden-
tified diserimination as being structurally embedded in 76 percent of the transactions
being described (many in combination with individual discrimination), only 11 percent
of the transactions were similarly coded as displaying individually motivated racial dis-
crimination alone, yielding a total of 86 percent of the 220 cases in which some form
of discrimination was judged to have occurred. Another 21 percent of the cases were
coded as describing actions or behaviors that potentially could yield racially discrimina-
tory outcomes, leaving just 2.4 percent displaying no indication of discrimination at all.
From these data we conclude, at least in this sample, that racial discrimination was strue-
turally embedded within the mortgage lending industry and was systematic rather than
the consequence of individual prejudices or personal racism.

Table 2 extracts from the 22 coded statements selected for the computation of Krip-
pendorff’s &. Since 98 percentof the full dataset of 220 passages displayed evidence of
actual or potential discrimination, it is not surprising that all 22 in the subsample were
judged to display some indication of discrimination, with 11 coded as structural, 9 coded
as both structural and individual, and 2 coded as potential. In looking over the texts
included in the table, readers should remember they are extracts and that codes were
assigned based on a reading of the entire statement, so that the context in which the
coding judgment was made is largely absent. The first panel of Table 2 contains the ten
extracts judged to display structural discrimination; the second contains those judged to
display both structural and individual discrimination; and the final panel displays the two
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TABLE 2. Specific Examples of Texts Describing Structural and Individual Discrimination in a Random 10
Percent Sample of 220 Coded Passages

Structural Discrimination

(1) Would your split be higher if the—if the borrower paid a higher interest rate? A, If the company made a
littde more money, 1 would make a little more money.

(2} The commission and referral system at Wells Fargo was set up in a way that it made it more profitable
for a loan officer to refer a prime customer for a subprime loan than make the prime loan directly to
the customen

{3y The wrading desk also set the bid terms and purchase agreement terms for those loans. The wading
desk’s decisions were not the workings of some lone, rogue employees. Instead, it was essential to
Morgan Stanley’s business model to vest the trading desk with the ultimate power o decide which
foans to buy—regardiess of their quality—becanse doing so maximized the supply of New Century
loans and the cash flow from those joans.

(4} Icomplained many times about what I thought were uncthical or predatory loan practices that Wells
Fargo was engaged in. Managers never took any actions to respond to my concerns. In my office we
morbidly joked that we were “riding the stagecoach to hell.”

[6) Another practice that T thought was especially unethical was the use of “live” draft checks. Wells Fargo
would mail checks in the amount of $1,000 or $1,500 to leads. Onice these checks were deposited or
cashed, they instantly became loans with Wells Fargo at very high interest rates. Individuals who
cashed these checks became an instant “lead” target for a home equity refinance loan, which of
course would end up placing the borrower’s home at risk.

(6 1 was constantly butting heads with my district manager. T told him repeatedly about the practices I
objected to. He knew that loans were being falsified; and he knew that many of the aggressive

ctices he instructed us to follow were causing borrowers to get behind on their loans. Yet he still

ured us to engage in the most ¢ ve loan practices and threatened employees with their

Jjobs if they did not do things his way. The bonus system was tucrative, so there was plenty of financial
incentive 1o engage in high-pressure and deceptive sales practices, even if one knew they were wrong.

(7)  Since loan offers made more money when they charged higher interest rates and fees to borrowers,
there was a great financial incentive to put as many minority borrowers as possible into subprime
loans and to charge these borrowers higher rates and fees,

{8y Credit managers targeted African Amer ys. One way was to partner
with local businesses that were located in African American areas ... to identify customers who had
financed purchases at these stores. Credit managers would “cold-call” people off of these lists or
simply show up at these individuals’ homes or businesses, Managers identified African American
customers by talking to them over the telephone, or by mesting them in person. Most of the leads on
the lists that managers were given to call were African American.

(9) Muost (80 percent or more) of the leads on the lists T was given were African American. T know this both
from meeting these individuals, and from talking with them on the phone. The people on the listof
the leads did not represent a random cross section of the people who lived in the area around the
office, because our office was located in an area where a lot of white people lived,

{10} Approximately 80-90 percent of the leads I was given turned out w be individuals who were African
American, Although T don’t know exactly how Wells Fargo came up with the leads, I believe that Wells
Fargo targeted African Americans for these subprime loans. The prevailing attitude was that African
Ameri

can borrowers in several different w;

an customers weren't savvy enough to know they were getting a bad loan, so we would have a
better chance of convincing them to apply for a high-cost, subprime loan.

(11} Wells Fargo also discriminated against minority loan applicants by advising to thern that the interest
rate on their loan was “locked,” when in fact, Wells Fargo had the ability to lower the rate {or the
applicant if the market rates dropped prior to the Ioans closing.

Both Individual and Structural Discrimination

(12)  Wells Fargo management tolerated a culture of discrimination.

(18)  Wells Fargo discriminated against minority loan applicants by not offering them their better or new
products which had lower fixed interest rates and fees.

(14)  Another technique would be to tell the customer that the only way to get the loan closed quickly would
be to submit it as a subprime loan.

Continued
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TABLE 2. Continued

Both Individual and Structural Discrimination, Cont.

(15)  Wells Fargo loan officers also discriminated against-minoriy refinance applicants by encouraging them
1o take out more cash on their home equity. By taking out more cash, the borrower would unwittingly
increase the commission the loan officer received on the loan while at the same time eliminating his
ability to gqualify fora prime or FHA loan.

(16)  Eldexly African American customers were thought to be particularly vulnerable and were frequently
targeted for subprime loans with high interest rates. I remember one instance where an elderly
African American woman who was over 65 could pot qualify for subprime loan that a eredit manager
wanted to put her into, so the credit manager convinced her to transfer the property to her son so
the subprime loan could be made in the son's name

(17)  Tuwas the practice at the Wells Fargo offices where 1 worked to target African Americans for subprime
loans. Tt was generally assumed that African American customers were less sophisticated and
mtethgent and could be manipulated more easily into a subprime loan with expensive terms than
white customers. T heard employees joking with one another about the race of customers, saying
things like: "You know that guy isn’t so smart—is it because he's black?”

(18)  Theéy (loan officers in the Mortgage Resources division, known as MORE) referred to subprime loans in
minority communities as “ghetto loans™ and minority customers as “those people who have bad
credit,” “those people who don't pay their bills,” and “mud people.”

{19} . Thelieve that Wells Fargo did not promote-me for two reasons. First, Wells Fargo's management culture
is white. Second, Wells Fargo management knew that | treated Wells Fargo customers well by offering
them to refirance to prime and FHA loans when they qualified for these products,

{20y Wells Fargo also targeted: Afvican Americans through special events called "wealth-building
seminars.” ... I remember preparing for-a wealth building seminar to be held in Greenbelt,
Maryland. It was understood that the audience woukd be virtually all black. The point of the seminar
was 1o get people to buy houses using Wells Fargo Loans. At the seminar the plan was to talk about
“alternative lending.” This was code language for subprime lending, but we were not supposed to use
the word “subprime.” I was supposed to be a speaker at this seminar but was told by the etmerging
markets manager that T was “too white” to appear before the audience. I was offerded by these
statements and complained to several higher ranking managers about what had been said, The
company did not respond to my complaints and no action was taken.

Potential Discoimination

(213 Ialso worked during much of this period as a community development representative. In this capacity, I
contacted and worked with comurunity groups in the goal of expanding Wells Fargo's business,
particolarly in African American communities, 1 as an African American.

(22)  Asa credit manager, wy job was to find as many potential borrowers as 1 could for Wells Fargo and get
them to apply for a loan. Credit managers were given a list of what were called “leads.” These were
names of people we were supposed to call to encourage thein either 1o come into the office so we
could get them to-apply for a loan, or to apply divectly over the telephone. We were Instructed to
make as many as 35 calls an hour and to call the same borrower multiple times each day.

instances of potential discrimination. Readers may judge for themselves the degree to
which the statements indicate discrimination.

EVIDENCE OF STRUCTURAL DISCRIMINATION

The first six extracts in the first panel do not mention race explicitly, but the statements
appeared in the context of a broader discussion about race and were considered to in-
dicate the existence of structural discrimination. The extracted statements essentially de-
seribe institutional features of the mortgage lending industry that promoted exploitive
practices that were disproportionately directed at minority borrowers. Extracts (1)—-(3),
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for example, speak to the incentives for fraud and deception that were built into the
organizational structure of the lending institutions in question, incentives that made dis-
crimination against underserved minority borrowers especially attractive. In extract (1),
for example, a loan officer admits that both he and the loan company made more money
by steering borrowers into loans with high interest rates, noting that “if the company
made a lttde more money, 1 would make a little more money.” In the second extract the
speaker describes the commission and referral system at Wells Fargo, a leading retail bank
that was a major player in the origination of mortgages for securitization, asserting that
it was “set up in a way that it made it more profitable for a loan officer to refer a prime
customer for a subprime loan than make the prime loan directly to the customer.”

In describing the relationship between one investment bank and the retail lender
where he worked, the speaker (3) stated that “it was essential to Morgan Stanley’s business
model to vest the trading desk with the ultimate power to decide which loans to buy—
regardless of their quality—because doing so maximized the supply of New Century loans
and the cash flow from those loans.” In other words, the investment bank pushed its prin-
cipal mortgage retailer to inclade in their referred pool of mortgages loans known to be
of poor quality—those with incomplete documentation, questionable sources of income,
poor loan to value ratios, bad credit ratings, and other problems pointing to a greater
risk of default.

The passage also suggests that the loan originator felt compelled to acquiesce to this
pressure in order to maintain its cash flow and remain in business. Indeed, when Morgan
Stanley ultimately declined to purchase a set of New Century loans in early 2007, the firm
promptly went bankrupt, indicating the degree to which the pressure to generate more
loans irrespective of risk was built into structure of the system, thereby makmﬁ easily
located, unsophisticated minority group members a juicy target.

The structural nature of the exploitation is underscored by the reported reaction of
bank executives when suspicious, risky, or unethical lending practices were brought to
their attention. The speaker in extract (4}, for instance, stated that he “complained many
times about what I thought were unethical or predatory loan practices that Wells Fargo
was engaged in. Managers never took any actions to respond to my concerns. In my office
we morbidly joked that we were ‘riding the stagecoach to hell.”™ Another loan officer
complained to a superior about the use of “live draft checks” to ensnare borrowers, which
he found “especially unethical.” As speaker (5) explained:

Wells Fargo would mail checks in the amount of $1,000 or $1,500 w leads. Once
these checks were deposited or cashed, they instantly became loans with Wells Fargo
at very high interest rates. Individuals who cashed these checks became an instant
“lead” target for a home equity refinance loan, which of course would end up plac-
ing the borrower’s home at risk.

The deponent in extract (6) reported that he “was constantly butting heads with my
district manager™:

I told him repeatedly about the practices 1 objected to. He knew that loans were
being falsified; and he knew that many of the aggressive practices he instructed us
to follow were causing borrowers to get behind on their loans. Yet he still pressured
15 to engage in the most aggressive loan practices and threatened employees with
their jobs if they did not do things his way.
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The structural nature of the resulting exploitation is confirmed by the speaker’s con-
clusion that “the bonus system was lucrative, so there was plenty of financial incentive to
engage in high-pressure and deceptive sales practices, even if one knew they were wrong.”

The speaker in extract {7) explicitly links the systemic incentives for exploitation to the
targeting of minority group members, noting that “since loan offers made more money
when they charged higher interest rates and fees to borrowers, there was a great finan-
cial incentive to put as many minerily borrowers as possible into subprime loans and
charge these borrowers higher rates and fees” (emphasis added). Speaker (8) explained
that the credit managers who oversaw mortgage sales agents “targeted African-American
borrowers in several different ways™:

One way was to partmer with local businesses that were located in African-American
areas ... to identfy customers who had financed purchases at these stores. Credit
managers would “cold-call” people off of these lists or simply show up at these indi-
viduals’ homes or businesses. Managers identified African-American customers by
talking to them over the telephone, or by meeting them in person. Most of the leads
on the lists that managers were given to call were African-American.

In extract {9), a sales agent confirms the disproportionate targeting of black borrowers
by stating that “most (80% or more) of the leads on the lists I was given were African
Americans™

1 know this both from meeting these individuals, and from talking with them on the
phone. The people on the list of the leads did not represent a random cross section
of the people who lived in the area around the office, because our office was located
in an area where a lot of white people lived.

Speaker (10), another sales agent, reported roughly the same frequency of black
prospects in the leads he was given, stating that “approximately 80-90 percent of the
leads I was given turned out to be individuals who were African American” and frankly
stated that “I believe that Wells Fargo targeted African Americans for these subprime
loans.”

Lies and deception were often used as tactics to steer minority borrowers into high
interest loans. According to extract (11}, “Wells Fargo also discriminated against minor-
ity loan applicants by advising to them that the interest rate on their loan was ‘locked,’
when in fact, Wells Fargo had the ability to lower the rate for the applicant if the market
rates dropped prior to the loans closing.” The systemic nature of racism at Wells Fargo is
indicated by speaker (10)’s observation that the “prevailing attitude” in the organization
“was that African-American customers weren't savvy enough to know they were getting a
bad loan, so we would have a better charnice of convincing them to apply for a high-cost,
subprime loan.”

EVIDENCE OF STRUCTURAL AND INDIVIDUAL DISCRIMINATION

In many cases, the coders saw evidence of both individual and structural discrimination
in the passages they read, extracts from which appear in the second panel numbered
12-—20. The coders both felt that the deponent in extract (12) was referring to both indi-
viduals and the institution in reporting that “Wells Fargo management tolerated a culture
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of discrimination.” Statements coded as displaying both structural and individual racism
contained a number of examples of the mechanisms by which racial discrimination was
enacted in the marketing of mortgage loans. Extract (13), for example, pointed out that
“Wells Fargo discriminated against minority loan applicants by not offering them their
better or new products which had lower fixed interest rates and fees.” According to ex-
tract (14), “another technique would be to tell the customer that the only way to get the
loan closed quickly would be to submit it as a subprime loan.”

Similarly, in extract {15) the speaker reported that “Wells Fargo Joan officers also dis-
criminated against minority refinance applicants by encouraging them to take out more
cash on their home equity,” even though “by taking out more cash, the borrower would
unwittingly increase the commission the loan officer received on the loan while at the
same tme eliminating his ability to qualify for a prime or FHA loan.” Another common
technique was to target elderly African Americans for special attention. As loan officer in
extract (16) explained, older black homeowners “were thought to be particularly vulner-
able and were {requently targeted for subprime loans with high interest rates™

I remember one instance where an elderly African-American woman who was over
65 could not qualify for subprime loan that a credit manager wanted to put her
into, so the credit manager convinced her to transfer the property to her son so the
subprime loan could be made in the son’s name.

With such practices embedded within the social striucture of mortgage lending, itis not
surprising that racist attitudes, stereotypes, and jokes were often bandied about by sales
agents and loan officers. According to the Wells Fargo employee in extract (17):

It was generally assumed that African American customers were less sophisticated
and intelligent and could be manipulated more easily into a subprime loan with
expensive terms than white customers. I heard employees joking with one another
about the race of customers, saying things like: “You know that guy isn’t so smart—is
it because he’s black?”

Similarly, the deponent in extract (18) reported that loan officers in the Mortgage
Resource division “referred to subprinmie loans in minority communities as ‘ghetto loans’
and minority customers as ‘those people who have bad credit,” “those people who don't
pay their bills,” and ‘mud people.”™

Extract (19} offers another statement coded as displaying both structural and individ-
wal racism in the mortgage lending industry. In this case, a loan officer perceived himself
to be the victim of discrimination because he was black and refused to engage in preda-
tory lending:

1 believe that Wells Fargo did not promote me for two reasons. First, Wells Fargo's
management culture is white. Second, Wells Fargo management knew that I treated
Wells Fargo customers well by offering them to refinance to prime and FHA loans
when they qualified for these products.

The loan officer in extract (20) also felt discriminated against, but this time it was
because she was “too white” to participate in a “wealth building seminar” that was to be

held in a black community, which she frankly admitted were nothing more than sales
pitches for predatory loans:
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I remember preparing for a wealth building seminar to be held in Greenbelt,
Maryland [a community in black-majority Prince Georges County, a suburb of
Washington]. It was understood that the andience would be virtually all black, The
point of the seminar was to get people to buy houses using Wells Fargo Loans. At
the seminar the plan was to talk about “alternative lending.” This was code language
for subprime lending, but we were not supposed to use the word “subprime.” I was
supposed to be a speaker at this seminar but was told by the emerging markets
manager that I was “too white” to appear before the audience. I was offended by
these statements and complained to several higher ranking managers about what
had been said. The company did not respond to my complaints and no action was
taken.

EVIDENCE OF POTENTIAL RACISM

Two examples from the set of extracts inchuded in Table 1 were coded as having possible
discriminatory effects even though racial discrimination was not explicitly present in the
statement under consideration. In extract {21}, the speaker explains that as a Credit
Manager, he was pressured “to find as many potential borrowers as I could for Wells
Fargo and get them to apply for a loan” using a list of leads:

Credit managers were given a list of what were called “leads.” These were names of
people we were supposed to call to encourage them either to come into the office
so we could get them to apply for a loan.or to apply directly over the telephone. We
were instructed to make as many as 35 calls an hour and to call the same borrower
multiple times each day.

This passage reveals the pressure sales agents were under to bring in subprime loans,
though it lacks the specific racial language and intent of other statements.

The speaker in extract (21), an African American, described working as a “community
development representative” in which he “contacted and worked with community groups
with the goal of expanding Wells Fargo’s business in African American communities—I
as an African American.” Although working with “community groups” carries the same
potential for discrimination as the firm’s “wealth building seminars,” this statement did
not include the explicit racial content of the prior extract. Nonetheless it illustrates an
important technique employed by loan officers and credit managers to target minority
individuals and communities for predatory lending: the recruitment of trusted members
of minority communities to act as intermediaries in introducing lenders to community
members.

In effect, the strategy involves using and manipulating leaders of nonprofit or
tions and churches as pawns to unwittingly vouch for the legitimacy of loan originators,
often by promising a donation to a charity of the borrower or community leader’s choice
for each referral that produced a new loan. Although not included in the sample of ex-
tracts reproduced in Table 2, in another coded statement the speaker in extract (20)
explained the strategy this way:

aniza-

The Emerging Markets Unit specifically targeted black churches. Wells Fargo had
a program that provided a donation of $350 to the profit of the borrower’s choice
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for every loan the borrower took out with Wells Fargo. Wells Fargo hoped to sell
the African American pastor or church leader on the program because Wells Fargo
believed that African American church leaders had a lot of influence over their
ministry, and in this way would convince the congregation to take out subprime
loans with Wells Fargo.

In other words, the strategy in this and other examples emerging from our content
coding was to tap into the social structure of minority communities, making use of central
figures in community networks and organizations to build trust and develop prospects
through these leaders’ sets of interpersonal contacts and acquaintances.

CONCLUSION AND DISCUSSION

Although the data in Table 2 emerge from a small sample of the total number of state-
ments included in our qualitative database, it nonetheless suggests the degree to which
racial discrimination was systemic and not a result of a few racist “bad apples” in an oth-
erwise race-neutral barrel. The fact that structural racism was judged to be evident in 76
percent of the 220 passages implies that racial discrimination was common in the insti-
tutions under investigation. In contrast, only 11 percent of all the texts were judged to
display individual racism.

The statements presented in Table 2 also reveal the microsocial mechanisms by which
discrimination was carried out by predatory lenders who peddled high-cost, high-risk
mortgages to individuals and communities of color throughout the United States, an
operation that black humorists in one retail lender mockingly termed “riding the stage-
coach to hell.” These mechanisms included deliberate deception and misrepresenta-
tion of lending terms; the falsification of loan documents; the recruitment of unwitting
confederates within the social structure of minority communities; the use of “live draft
checks” to ensnare unsuspecting consumers in high-interest loans; the targeting of the
elderly for deceptive, high-pressure marketing; the encouragement of refinance borrow-
ers to take out loans for more than their home’s worth, thereby putting it automatically
into the subprime category; using business records, church directories, and telephone
exchanges to build lists of prospective borrowers for cold-calling; the organization of
sales events in minority neighborhoods that were euphemistically labeled “wealth build-
ing seminars.” The racialized nature of these mechanisms is indicated by the language
used to describe the transactions, referring to subprime mortgages as “ghetto loans™ and
minority customers as “less sophisticated and intelligent,” © and
“people who don’t pay their bills,” and even “mud people.”

These data supplement prior quantitative studies documenting racial differentials in
mortgage lending by revealing some of the underlying mechanisms’ racial discrimina-
tion. In their study of mortgage loans made by Wells Fargo in Baltimore {one of the
sources of qualitative data for this study), for example, Rugh et al. (2015) showed that
black borrowers paid an estimated additional 5-11 percent more in monthly payments
than comparably qualified whites, resulting in some $1,739 in excess mortgage payments
for the average black borrower from the time of loan origination and $1,861 in excess
payments for the average resident of a black neighborhood, yielding respective figures
$14,904 and $15,948 in excess payments over the course of a 30-year mortgage. The
authors also estimate that as a result of predatory lending, in 2012 black borrowers in

easier to manipulate,”
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Baltimore were threatened with $3.8 million in potential losses from foreclosure with
nearly $2.1 million already forfeited through completed repossessions.

These examples concretely demonstrate how the racialized mechanisms elucidated
here worked to produce an ever-growing camulative disadvantage for African Americans
during the U.S. housing boom and bust. Based on our qualitative data, which we see as
a complement to this earlier quantitative work, we propose that the cumulative disadvan-
tage in wealth experienced by African Americans today is no mere coincidence, but the
outcome of systemic racism deeply embedded within the social structure of America’s
mortgage lending industry. If our conjecture is correct, then structural discrimination in
the lending industry constitutes a prime reason why the racial wealth gap in the United
States increased fourfold in the wake of the housing bust (see Shapiro et al. 2010).
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U.S. House Committee on Financial Services
“Holding Megabanks Accountable: An Examination of Wells Farge’s Pattern of Consumer
Abuses”™
March 12, 2019

Questions for Mr. Timoethy J. Sloan, Chief Executive Officer of Wells Farpgo & Company.
on behalf of Chairwoman Maxine Waters, Congresswoman Jovee Beatty, Congressman
Jdestis “Chuy” Garcia, Congressman Ed Perlmutter, Congresswoman Katie Porter
Congresswoman Avanna Pressley, and Congresswoman Rashida Tlaib:

Chairwoman Maxine Waters:

Qutstanding Consent Orders

1. Mr. Sloan, during the hearing you testified that Wells Fargo & Company (“Wells
Fargo™) has fourteen open consent orders with federal regulators. Please list and
provide a brief description of every open consent order that Wells Fargo or a subsidiary
has with a federal regulator.

Response: Wells Fargo is currently subject to 11 open consent orders. Of the 14 consent orders 1
spoke about in my testimony, one was lifted in 2018, another is a stipulated judgment that has
expired, and a third was recently dismissed on April 9, 2019 after Wells Fargo completed all
remediations under the order (descriptions provided below).

Open Consent Orders

#1. Mortgage Servicing (FRBY: In April 2011, Wells Fargo entered into a consent order with
the Board of Governors of the Federal Reserve System (“FRB™) regarding mortgage loan
servicing, loss mitigation activities, foreclosure activitics, and related services. The consent
order requires Wells Fargo’s Board to strengthen its oversight and enterprise-wide risk
management activities. It also requires Wells Fargo to strengthen its audit function, as well as
its enterprise-wide risk management and compliance programs. On February 9, 2012, Wells
Fargo agreed to pay an $87 million civil money penalty associated with this consent order.
Wells Fargo continues to report escalated matters to the FRB on a quarterly basis pending the
closure of the consent order.

the FRB regarding certain “cash-out refinancing loans” and sales practices at Wells Fargo
Financial. Wells Fargo agreed to provide remediation to customers who were improperly
directed to higher interest loans or who had their income information falsified, and to pay an
$85 mitlion civil money penalty. Wells Fargo also agreed to improve its anti-fraud and
UDAP oversight and to modify compensation and performance management practices to
better incentivize responsible lending practices.

#3. Real Estate Settlement Procedures Act/“Genuine Title” (CFPBY: In January 2015, Wells
Fargo entered into a consent order with the Consumer Financial Protection Burcau (“CFPB™)
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and the Maryland Office of the Attorney General’s Consumer Protection Division (“CPD”)
in relation to allegations that Wells Fargo home loan officers improperly accepted marketing
services from title company Genuine Title in violation of the Real Estate Settlement
Procedures Act, the Consumer Financial Protection Act, and the Maryland Consumer
Protection Act. Under the consent order, Wells Fargo agreed to pay $10.8 million in
remediation to customers, a $21 million civil money penalty to the CFPB, and $3 million to
CPD. In addition, Wells Fargo agreed to prepare and put in place a comprehensive
compliance plan designed to ensure that Wells Fargo’s home loan officers refrain from
giving or accepting any fee, kickback, or thing of value and comply with the terms of the
consent order. All remediation and payments of civil money penalties are complete.

#4. Add-on Products (QCC): In June 2015, Wells Fargo entered into a consent order with the
Office of the Comptroller of the Currency (“OCC”) regarding two third-party products: (1)
Credit Defense Platinum (“CDP™), an optional third-party product that cancelled a portion of
a debt or covered monthly payment upon certain life events; and (2) Identity Theft Protection
(“ITP”), an optional third-party product that provided credit monitoring and/or credit report
retrieval services. The consent order requires remediation to CDP and ITP customers and
contains provisions regarding broader issues, such as oversight of third-party vendors. We
have provided over $31 million to over 175,000 accounts and we continue to have
constructive dialogue with the OCC on an ongoing basis to clarify expectations, receive
feedback, and assess progress under the consent order. Additionally, as of May 2017, we no
longer sell consumer add-on products.

#5. Bank Secrecy Act/Anti-Money Laundering (OCCY: In November 2015, Wells Fargo
entered into a consent order with the OCC focused on internal control deficiencies in
Wholesale Banking related to its Bank Secrecy Act/Anti-Money Laundering program
(“BSA/AML™). Pursuant to the consent order, Wholesale Banking is working to enhance its
BSA/AML customer risk assessment, customer due diligence, front line monitoring and
governance and oversight. A number of technology and organizational changes were made to
improve internal processes. We continue to have constructive dialogue with the OCC on an
ongoing basis to clarify expectations, receive feedback, and assess progress under the consent
order.

#6. Servicing Private Student Loans (CFPB)Y: In August 2016, Wells Fargo entered into a
consent order with the CFPB regarding certain legacy student loan servicing practices that
occurred between 2010 and 2013 concerning: how payments were allocated across multiple
loans, how partial payments were aggregated, and a systems programming error related to the
assessment of late fees. All of these practices were amended or discontinued by no later than
May of 2013, three years prior to issuance of the consent order. The consent order requires
Wells Fargo to pay not less than $410,000 in relief to customers, to update credit bureaus of
impacted customers, and to pay a $3.6 million civil money penalty. The civil money penalty
was paid in 2016, credit burcau updates were completed in April 2018, and financial
remediation to customers was completed by July 31, 2018. Post-remediation validation of the
impacted customer population is underway, and Wells Fargo will remediate any additional



267

mnpacted accounts that are identified. The consent order also requires Wells Fargo to develop
a compliance plan covering go-forward commitments related to these legacy servicing
practices. A draft compliance plan is pending non-objection from the CFPB.

#7. Sales Practices (CFPB): In September 2016, Wells Fargo entered into a consent order
with the CFPB regarding allegations of unfair, deceptive, and abusive acts and practices with
respect to the Community Bank. The order included a civil money penalty of $100 million.
We continue to have constructive dialogue with the CFPB on an ongoing basis to clarify
expectations, receive feedback and assess progress under the consent order.

#8. Sales Practices (OCC): In September 2016, Wells Fargo entered into a consent order with
the OCC regarding alleged unsafe or unsound practices concerning the Bank’s risk
management activities and its oversight of sales practices in the Community Bank. The order
included a civil money penalty of $35 million. We continue to have constructive dialogue
with the OCC on an ongoing basis to clarify expectations, receive feedback and assess
progress under the consent order.

#9. Board Effectiveness and Risk Management (FRB): In February 2018, Wells Fargo
entered into a consent order with the FRB requiring further enhancements in the Board’s
cffectiveness in carrying out its oversight and governance; and further improvements to
Wells Fargo’s compliance and operational risk management program. The consent order
requires Wells Fargo to submit plans to fulfill both requirements for the FRB’s review. Until
the plans are approved and implemented to the satisfaction of the FRB, Wells Fargo’s total
consolidated assets will be limited to the level as of December 31, 2017. We continue to have
constructive dialogue with the FRB on an ongoing basis to clarify expectations, receive
feedback and assess progress under the consent order.

#10 and #11. Compliance-risk Management, Collateral Protection Insurance, and Mortgage
Rate Lock (OCC & CEPB): In April 2018, Wells Fargo entered into consent orders with the
OCC and the CFPB regarding compliance risk management, its customer remediation
program, collateral protection insurance, and mortgage interest rate-lock extension fee issues.
Under the terms of the orders, Wells Fargo is to remediate customers harmed by the Bank’s
collateral protection insurance and mortgage interest rate lock extension fee practices. The
CFPB assessed a $1 billion civil money penalty against the Bank and credited the $500
million penalty collected by the OCC toward the satisfaction of its fine. The consent orders
required Wells Fargo to submit plans related to its enterprise-wide compliance risk
management prograin, a staffing assessment and program for the compliance risk
management, Internal Audit program with respect to compliance, and customer remediation
program. We continue to have constructive dialogue with the OCC and CFPB on an ongoing
basis to clarify expectations, receive feedback and assess progress under the consent orders.
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#12. Sales Practices (City of Los Angeles): In September 2016, Wells Fargo agreed to a
stipulated judgment with the City of Los Angeles. As part of that settlement, Wells Fargo
paid $50 million and agreed to participate in a restitution program for affected California
customers. The stipulated judgment had a two-year term, which expired on September 13,
2018. Wells Fargo now considers the matter to be closed.

#13 and #14. Servicemembers Civil Relief Act (OCC & DON: In September 2016, Wells
Fargo entered into consent orders with the OCC and the U.S. Department of Justice (“DOJ™)
regarding noncompliance with the Servicemembers Civil Relief Act (“SCRA™). The OCC
order required a 10-year review of accounts across Wells Fargo. The DOJ order required a
review of Wells Fargo Dealer Services accounts from January 1, 2008 through October 4,
2016. With respect to the OCC order, Wells Fargo completed all requirements, deliverables,
and remediations; the OCC terminated the order on June 18, 2018. With respect to the DOJ
order, Wells Fargo has completed all remediations; the U.S. District Court for the Central
District of California dismissed the order, with prejudice, on April 9, 2019.

Fraudulent Account Openings

Mur. Sloan, you testified that Wells Fargo reached out to more than 40 million customers
through 246 million individual communications about poteatially unauthorized account
openings. In response to a question about how many customers responded to Wells Fargo’s
outreach efforts, you testified “[a] very small percentage came in to see us, notwithstanding
onr best efforts to contact everyone. And then to the extent that they weren’t satisfied with
what our offer was, we hired a mediator at our expense on their behalf and we've resolved
all of those castomers that have come in.”

2. Asof March 12, 2019, how many customers have responded to Wells Fargo’s outreach
about potentially unauthorized account openings?

Response: See response to question #5 below.

3. Asof March 12, 2019, how many customers have elected to proceed to mediation about
unauthorized account openings?

Response: Sce response to question #5 below.
4. As of March 12, 2019, what is the total dollar amount of remediation Wells Fargo has
provided to customers who affirmatively approached Wells Fargo about unauthorized

account but did not request mediation?

Respense: See response to question #5 below.
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5. As of March 12, 2019, what is the total dollar amount of remediation Wells Fargo has
provided to consumers who approached Wells Fargo about unauthorized account
epenings who requested remediation?

Response: Since September 2016, Wells Fargo has asked any customer to contact the Company
directly with complaints relating partially or entirely to the issues identified in the September
2016 CFPB consent order. Wells Fargo has paid over $30 million to customers to date in
connection with our proactive remediation efforts and these complaints. This amount does not
include the settlement in the Jabbari class action.

Myr. Sloan you testified that Wells Fargo has changed its incentive plan at the Bank. A
March 9, 2019 New York Times article reported that, “employees are urged to refer
prospects to salespeople in the bank’s mortgage or wealth management division, and some
branch workers are eligible for bonuses if those referrals turn inte sales . . . . In addition,
most branch employees can get bonuses based on their branch’s overall performance.”

6. Under the Bank’s current incentive compensation plan for bank tellers, is the number
of referrals made by an empleyee that result in a sale a factor in determining the
amount of a teller’s bonus?

Response: No.

7. Under the Bank’s current incentive compensation plan for personal bankers employed
at retail branches, is loan volume a factor in determining the amount of a personal
banker’s bonus?

Response: Yes, loan volume 1s included as a component of a personal banker’s incentive
compensation opportunity. A personal banker is eligible to receive incentive compensation for
all foan volume referrals that result in production. There are no minimum standards or goals.

8. Under the Bank’s current incentive compensation plan for branch employees, is a
branch’s overall performance a factor in determining the amount of a branch
employee’s bonus?

Response: Yes, performance metrics related to branch performance are included as factors in the
determination of a branch employee’s incentive opportunity. These performance metrics are
measured at the respective branch level and arc tied to the branch’s overall performance. The
metrics are related to Customer Experience, Branch Primary Customer Growth, and Houschold
Relationship Balance Growth.

s Customer Experience (CE): performance is measured based on a survey that gathers
feedback on the overall experience, satisfaction, and loyalty of the branch customers.

! Emily Flitter and Stacy Cowley, “Wells Fargo Say
York Times (March 9, 2019), available af: hitps:

Its Culture Has Changed. Some Employees Disagree,” New
www nvtimescomy/ 201 9/03/09business/wells-fargo-sales-
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¢ Branch Primary Customer Growth: performance is measured on the retention and
growth of checking customers who use Wells Fargo as their main financial institution.

« Household Relationship Balance Growth: measures how we are satisfying our
consumer and small business customer’s financial needs through balance retention,
acquisition, and deepening existing relationships.

Mpr. Sloan, you festified that the head of Wells Fargo’s Community Banking division
reperted to you when you were the Chief Operating Officer at Wells Fargo from November
2015 to October 2016. On September 8, 2016, the Consumer Financial Protection Bureau
(CFPB), the Office of the Comptroller of the Currency (OCC), and the City of Los Angeles
Attorney’s fined Wells Fargo Bank, N.A. (“Wells Farge Bank” or “Bank”) $185 million for
opening millions of unauthorized deposit and credit card accounts without the consumers’
consent or knowledge between January 1, 2011 te September 8, 2016.

9. When you were the Chief Operating Officer at Wells Fargo, were your aware of the
Bank filing Suspicious Activity Reports (SARS) with the Financial Crimes Enforcement
Network (FinCEN) related to the opening of unauthorized deposit accounts in the
Community Banking division?

Response: Wells Fargo has policies, procedures, and internal controls that are reasonably
designed to comply with its legal obligations to monitor, detect, and report suspicious activities.
Under Federal law, Suspicious Activity Reports (““SARs™"), and any information that would
reveal the existence of a SAR, are confidential, 31 U.S.C. § 5318(g}2)(A)(D) and 12 CFR. §
21.11(k).

10. Between January 1, 2011, and September 8, 2016, how many SARS reports did Wells
Fargo file with FinCEN related to the opening of unauthorized deposit accounts in the
Community Banking division?

Response: See response to #9 above,
2018 OCC & CFPB Consent Orders

On April 20, 2018, Wells Fargo entered into consent orders with the CFPB and the QCC
for forcing auto-loan customers to take out unnecessary auto insurance and charging
erroneous rate-lock extension fees to prospective mortgage-loan borrowers. Wells Fargo
acknowledged that at least 27,000 of its customers may have had their vehicle repossessed
following defaults arising from the additional costs of expensive and unnecessary insurance
that Wells Fargo added to their loans. With respect to the improper rate-lock fees, 110,000
customers paid rate-lock fees averaging $1,012 between 2013 and 2017,

11. Did Wells Fargo discipline or terminate anyone in Bank management based on the 2018
OCC and CFPB consent orders?
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Response: The Bank takes these issues very seriously and has taken adverse employment action
with respect to team members at all levels in response to operational risk and/or business
operations deficiencics.

12. Was the compensation of any senior Bank manager clawed back because of the 2018
OCC and CFPB consent orders?

Response: OQur Board has broad discretion to hold senior managers accountable through claw
backs, forfeitures, and other compensation adjustments. The Board has exercised that discretion
in the past and will continue to consider whether compensation adjustments are appropriate. For
example, as we publicly disclosed, in response to unacceptable retail banking sales practices, the
Board clawed back or caused to be forfeited approximately $180 million in senior management
compensation, an amount that remains among the largest in corporate history.

13. Based on the most current information, how many auto-loan customers that Wells
Fargo forced to take out unnecessary auto insurance will receive remediation?

Response: See response to #14 below.

14. Based on the most current information, what is the total dollar amount of remediation
Wells Fargo expects to provide to these auto-loan customers?

Response: Under its collateral protection insurance remediation plan, Wells Fargo has identified
approximately 863,000 accounts for remediation so far, with an estimated $415 million to be
paid to the customers associated with those accounts. As this is an ongoing remediation,
however, the number of affected customers and the dollar figures may change.

15. Based on the most current information, how many of the approximately 116,000 Wells
Fargo customers charged morfgage rate-lock extension fees between 2013 and 2017 will
receive remediation?

Response: Sec response to #16 below.

16. Based on the most current information, what is the total dollar amount of remediation
Wells Fargo expects to provide to customers charged mortgage rate-lock extension fees
between 2613 and 20177

Response: Wells Fargo reached out to the customers of all 110,717 home mortgage loans with
borrower-paid rate lock extension fees for extensions requested during the period of the
Septeraber 2013 policy (from September 16, 2013 through February 28, 2017), and offered them
a full refund with interest if the customer believed they should not have been charged. Wells
Fargo did this even though its internal review suggested that most customers who paid rate lock
extension fees were appropriately charged. Wells Fargo will pay the refund no questions asked,
subject to no conditions or releases, Further, for customers Wells Fargo identified as having
previously complained about a rate lock extension fee for an extension requested under the
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September 2013 policy, Wells Fargo proactively issued them refunds with interest (or just
interest, if the fee in question previously had been refunded); they did not need to ask for one.

To date, Wells Fargo has refunded more than $100 million to customers of approximately
100,000 mortgage loans (more than 90% of the affected population). The response rate to Wells
Fargo’s remediation outreach efforts was very high, though refunds are still available to
customers who have not yet responded, and the remediation is substantially complete.

Public Comments by OCC and Federal Reserve

As the hearing was concluding, the Office of the Comptroller of the Currency (OCC) issued
a statement to the press, “We continue to be disappointed with Wells Fargo Bank N.As
performance under our consent erders and its inability to execute effective corporate
governance and a successful risk-management program. We expect national banks to treat
their customers fairly, operate in a safe and sound manner, and follow the rules of law.”?
Furthermore, the next day it came to light that you received $2 million in performance-
based incentive pay for 2018, and total compensation of $18.4 million for the year. In
reaction to that news being made public, a Federal Reserve Board spokesperson said, “The
Federal Reserve does not approve pay packages. We expect boards of directors to hold
management accountable.”

17. What is your reaction to the OCC’s comments that they are disappeinted with your
bank’s performance under their consent orders, and your bank’s inability to execute
effective corporate governance and a successful risk-management program?

Response: 1 have always been focused on meeting—and exceeding—the expectations of our
regulators. This is absolutely essential and we cannot lose focus on the commitments we have
made. I believe much progress has been made to improve our risk management, including in
areas of compliance, incentive compensation, customer complaints, ethics allegations, and
training, but there is additional important work yet to do.

18. What steps have you taken in the past, and what additional steps are you taking to
execute effective corporate governance and run a successful risk-management
program?

Response: Wells Fargo is dedicated to continiting to transform our risk management practices,
and meeting and exceeding the expectations of our regulators. While we have more work to do
to meet regulatory expectations, Wells Fargo continues to make progress against our action plans
in response to our consent orders. Becoming the financial services leader in risk management is
one of our six aspirational goals. We have made meaningful progress to enhance our governance
and risk management, including in the following ways:

s Risk Management Framework: We have enhanced our Risk Management Framework,
which transforms how we manage risk throughout the organization in a comprehensive,

* Kate Berry, “What's behind OCC’s public rebuke of Wells Fargo?” American Banker (March 15, 2019), available
at: httpsi/wwweamericanbanker.convnews/whats-belind-oces-public-rebuke-ofwells-f
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integrated, and consistent manner. Our risk management framework consists of our three
lines of defense—(1) the front line which consists of Wells Fargo’s risk-generating
activities, including all activities of its four primary business groups and certain activities
of its enterprise functions, (2) independent risk management, which consists of our
Corporate Risk function, and (3) internal audit, which is Wells Fargo Audit Services.

e Hiring: We have hired new leaders from outside the Company in key roles, including a
new Chief Risk Officer, Chief Compliance Officer, Head of Regulatory Relations, Head
of Human Resources, Head of Technology, and Chief Auditor. Additionally, we
continued to enhance the skills and expertise of our Corporate risk team by hiring 3,200
additional risk management professionals externally since 2016.

* Board: The Board has made significant changes to its leadership, composition, and
governance practices. The Board has undergone significant Board refreshment and
enhanced the skills and experience represented on the Board. A majority of the Board’s
independent directors having joined the Board since January 2017. The Board also has
reconstituted the membership of several Board committees. Sinee September 2017, six
of seven standing Board committees have new committee chairs. The Board also has
reviewed conymittee responsibilities and amended committee charters to sharpen focus
and reduce duplication in risk oversight. With respect to the Risk Committee in
particular, the Board enhanced the Risk Committee’s membership to include additional
members with experience identifying, assessing, and managing risk exposure of large
financial firms; consolidated oversight of the Company’s Corporate Risk function and
Company-wide risk management activities under the Risk Commitiee; and formed two
subcommittees to assist the Risk Committee in connection with its oversight of
compliance and technology risks. The Company has also enhanced reporting to the
Operating Committee and the Board more generally. For example, members of the
Operating Committee receive weekly reporting on concerns team members bring to the
attention of exccutives and Board members, as well as a monthly dashboard that includes
analysis and commentary related to customer complaints. The Company also enhanced
oversight of conduct risk by centralizing the handling of internal investigations,
complaints oversight, and sales practice oversight.

@ Culture: We have taken significant steps to promote a workplace culture where team
members are encouraged to-raise concerns without fear of retaliation. All team members
are accountable for risk management, we reinforce that expectation through ongoing
communications and training, including our Code of Ethics and Business Conduct
training that all team members are required to complete annually.

19. How long have you been working to improve corporate governance and risk
management at the bank, and how much longer will it take to implement farther
reforms to address the concerns of the bank’s regulators?

Response: We have been continuously working to improve corporate governance and risk
management at the Bank, and we continuc to make progress against our action plans to address
issues under our consent orders with our regulators and meet regulatory expectations. We have
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made, and continue to make, fundamental changes as we transform the Company. We have
centralized many aspects of our organizational structure, strengthened risk management, and
improved governance practices and oversight. While we have more work to do, we believe we
are on the right path and making real progress.

20. Do you agree with the OCC that national banks should treat their customers fairly,
operate in a safe and sound manner, and follow the rules of law?

Response: Yes. Every national bank should treat their customers fairly and operate in a safe and
sound manner, and Wells Fargo is no different. Wells Fargo’s commitment to excellent
customer service is enshrined, amongst other places, in our Code of Ethics and Business
Conduct: “We provide our customers and prospective customers with advice, service, and many
products, and we are committed to making financial products and services available'to them on a
fair, transparent, and consistent basis, and to conducting business in a responsible manner.”
Mistreating or dealing unfairly with customers has no place at Wells Farge We are committed to
following all applicable laws, rules and regulations that apply to our busincsses—that includes
operating our national bank in a safe and sound manner

21. What is your reaction to the Federal Reserve’s comments that while they do not
approve specific pay packages, they expect boards of directors to hold bank
management accountable for their actions?

Response: 1 agree that Boards of Directors should hold bank management accountable for their
actions and I firmly believe that the Board of Directors of Wells Fargo has always, and
continues, to do just that.

22. Was the board of directors aware of the concerns your regulators have with the bank’s
inability to resolve requirements stipulated by the various consent orders the bank is
under when it approved your 2018 pay package?

Response: Our executives’ compensation is approved by our Board’s Human Resources
Committee (“HRC”) and is determined within a governance framework that is based on our
compensation principles and includes consideration of risk management, absolute and relative
Company performance, business line performance for business leaders, and individual
performance. In assessing performance under the Company’s compensation program, although
the HRC and the Board recognized progress in various risk and other areas, the HRC and the
Board also noted that more progress is required to meet regulatory expectations and achieve the
Company’s risk management objectives and that accelerated progress continues to be required.

The Company’s compensation governance framework includes assessments of the risks that arc
part of executive compensation practices. For example, a high proportion our executives’
compensation is structured as long-term, performance-based equity that remains at risk until
payment, is forward-looking, contingent on financial performance and risk assessments, and
subject to substantial holding requirements that extend beyond retirement to farther support
strong risk management practices. The Board has broad discretion to forfeit and adjust unpaid
equity awards granted to our executives. Since 2016, the Board and its HRC have taken a

10
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number of decisive actions to promote executive accountability as discussed in our 2016 and
later proxy statements.

Wrongful Foreclosures

in November 2018, Wells Farpo reported in ifs 3rd quarter 2018 10-Q that it wrongfully
denied hundreds of mortgage loan modifications due to a “calculation error” in its
underwriting software. According to Wells Farge, its own internal investigation revealed
that “870 customers were incorrectly denied a loan modification or were not offered a loan
maodification or repayment plan in cases where they otherwise would have gqualified.” The
Bank further found that it had foreclosed on 545 of these customers after their loan
modification was erroneously denied.

23. Has the number of customers affected by foreclosures resulting from the Bank’s ervor
changed since November 20187

Response: Because this is an ongoing remediation, Wells Fargo is still in the process of
determining the final number of affected customers. To date, Wells Fargo has identified
approximately 880 affected customers, although that number remains subject to further review.

24. You testified that, in addition to providing $15,000 to each customer affected by
foreclosure resulting from the Bank’s errvor, Wells Fargo reached out to these
customers “to come to see us and if there was additional harm that was done to them,
we'll make it right.” How many of these customers have approached Wells Fargo about
additional compensation?

Response: See response to question #25 below.

25. For those customers affected by foreclosure resulting from the Bauk’s ervor, what is the
total dollar amount of compensation that Wells Farge has provided beyond the $15,000
initially provided to each affected customer?

Response: Because this is an ongoing remediation, the number of customers approaching Wells
Fargo about additional compensation, as well as the compensation figures, remain in

flux. Compensation varies case-by-case based on individual circumstances. Wells Fargo
remains committed to fully compensating affected customers.

Add-on Products

In its most recent 10-K, Wells Fargo disclosed that, “[t]he Company is reviewing practices
related to certain consumer ‘add-on’ products, including identity theft and debt protection
products that were subject to an OCC consent order entered into in June 2015, as well as
home and automobile warranty products, and memberships in discount programs. .. Sales
of certain of these products have been discontinued over the past few years primarily due
to decisions made by the Company in the normal course of business, and by mid-2017, the
Company had ceased selling any of these products to consumers.”

11
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26. When did Wells Fargo stop selling credit-card add on products?

Response: Wells Fargo has been discontinuing the sales of credit card add-on products over the
past few years and ceased selling credit card add-on products to consumers as of May 2017.

27. When did Wells Fargo stop selling home and automobile warranty products, and
memberships in discount programs?

Response: Wells Fargo stopped selling memberships in discount programs in September 2012, It
stopped selling home warranty products in July 2013, and automobile warranty products in
QOctober 2016.

28. To date, what is the total dollar amount of remediation provided to customers by Wells
Fargo for its sale of credit-card add-on products?

Response: Sce response to question #31 below.

29. To date, how many customers has Wells Fargo remaediated for its sale of credit-card
add-on products?
Response: See response to question #31 below.

30. To date, what is the total dollar amount of remediation provided fo customers by Wells
Fargo for ifs sale of home and automobile warranty products, and memberships in
discount programs?

Response: Sce response to question #31 below.

31. To date, how many customers has Wells Fargo remediated for its sale of home and
automobile warranty products, and memberships in discount programs?

Response: With respect to remediation provided to customers for the sale of add-on products
listed above, Wells Fargo is working with regulators on plans to make affected customers whole.
Thus far, Wells Fargo has distributed approximately $57 million in remediation to about 609,000
accounts. Additional remediation plans are ongoing.

Mandatory Arbitration

Mr. Sloan you testified that Wells Farge in certain circumstances enforces the mandatory
arbitration provisions in the Bank’s customer agreements.

32, In what circumstances does Wells Fargo enforce the mandatory arbitration provisions
in the Bank’s customer agreements?

12
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Response: Arbitration is never Wells Fargo’s first step in resolving customer disputes and the
bank does not use arbitration agreements for all consumer products. When a customer raises a
concern, the Bank first tries to resolve the issue informally so that formal dispute resolution
proceedings are unnccessary. This resolves the overwhelming majority of customer concerns. If
the dispute cannot be resolved informally, arbitration is generally a faster and less expensive way
to resolve the dispute compared to litigating in court. Wells Fargo’s customer agreements
provide that arbitrations be administered by the American Arbitration Association (“AAA™), a
nationally known and respected non-profit organization.

Wells Fargo believes that arbitration is a fair, efficient, and effective forum available for a
customer to pursue a legal claim and resolve a legal dispute through an impartial third-party. By
resolving legal disputes through arbitration, both the consumer and the business have the ability
to reach a positive resolution at a lower cost,

33. How many arbitrations did customers file against Wells Fargo between Japuary 1, 2013
and January 1, 20197

Response: Wells Fargo does not track its arbitration in a way that would make this type of
information readily accessible. But its major administrator of consumer arbitration—the
American Arbitration Association—provides data concerning arbitrations initiated over the last
five years on a quarterly basis on its website. Its data indicates that customers filed 268
arbitrations against Wells Fargo businesses in the last five years. During the same period, the
data shows that Wells Fargo filed 16 arbitrations against customers. (Note that this data reflects
the second quarter of 2014 through the first quarter of 2019, and excludes employment
arbitrations.)

Of the 268 cases where customers filed arbitration, only 19 cases contain information on
prevailing party. Of these 19 cases, Wells Fargo prevailed in 12 cases, and the consumer
prevailed in 7 cases. The majority of the cases does not include any information on the award.
There are 21 reported cases that include how much the consumer was awarded. In 14 of these
cases, the customer was awarded $0; for the remaining 7 cases the consumers were awarded a
total 0f $377,384.

As for the 16 cases in which Wells Fargo mitiated arbitration, there is no information on
prevailing party for 12 of these cases. Wells Fargo was reported as the prevailing party in four of
the matters. The majority of the cases have no information on award. Of the 16 cases, there are 4

reported cases that include how much the Bank was awarded. In 1 of these cases, the Bank was
awarded $0. The total award for the other 3 cases was $24,556.

34. How many arbitrations did Wells Fargo file against customers between January 1, 2013
and January 1, 20197

Response: Sce response to question #33 above.

35. In arbifrations filed by customers against Wells Fargo between January 1, 2613 and
January 1, 2019, bow many times was the customer designated the prevailing party?

13
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Response: Sce response to question #33 above.

36. In arbitrations filed by customers against Wells Fargo between January 1, 2013 and
January 1, 2019, how many times was Wells Fargo designated the prevailing party?

Response: Sce response to question #33 above.

37. What was the total dollar amount awarded to customers who prevailed in arbitrations
filed against Wells Fargo between January 1, 2613 and January 1, 20197

Response: See response to question #33 above.

38. In arbitrations filed by Wells Fargo against customers between Japuary 1, 2013 and
January 1, 2019, how many times was the customer designated the prevailing party?

Response: Sece response to question #33 above.

39. In arbitrations filed by Wells Fargo against customers between January 1, 2013 and
January 1, 2019, how many times was Wells Farge designated the prevailing party?

Response: See response to question #33 above.

40. What was the total dollar amount awarded to Wells Fargo when it prevailed in
arbitrations it filed against customers between January 1, 2013 and January 1, 20197

Response: Sec response to question #33 above.
Debt Collection

My Sloan, a March 9, 2019 New York Times article reported that at the Bank’s large debt
collection operation in Des Moines, “workers in December were expected to handle at least
30 calls an hour and recoup $34,000 in unpaid credit-card and other debts for the month.
In January, the targets rose to 33 calls an hour and $40,000, goals that many employees
there failed to attain, according to internal records.”

41. Are debt collectors employed by Wells Fargo expected to make thirty-three call per
houx?

Response: In our Card & Retail Services, Wells Fargo previously used a scorecard to assess and
manage the performance of our debt collectors, which took into account certain metrics such as
calls per hour or dollars collected. The target levels for such metrics were set based on historical

3 Emily Flitter and Stacy Cowley, Wells Fargo Says lts
2019, available af: hitosy/ www.nviimes.com/ 20196

“ulture Has Changed. Some Employees Disagree, March 9,
business/wells-fareo-sales-culture himl,
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trends and business goals. As of March 1, 2019, Wells Fargo suspended the use of this scorecard
for purposes of performance management.

42. Ave debt collectors employed by Wells Fargo expected to recoup $40,000 per month?
Response: See response to #41 above.

43, Does Wells Fargo evaluate its debt collection employees based on the number of calls
they make per hour or the amount of money they recoup per month?

Response: See response to #41 above.

44. Has Wells Fargo disciplined any of its debt collectors for not meeting a targeted
number of calls per hour?

Response: In Card & Retail Services, when a team member’s performance declines and does not
meet the expectation of the role, a manager will coach the team member on how they can
improve their performance. If improvement is not shown, or shown to a satisfactory degree, the
manager will begin the corrective action process. The corrective action process can include
actions such as an informal warning, formal warning and/or final warning, and potential
termination if the team member was not successful in improving performance. Before March 1,
2019, team members may have gone through the correction action process based on the
scorecard, which took into account certain metrics such as calls per hour or dollars collected. The
use of the scorecard for the purposes of performance management has been discontinued since
March 1, 2019,

45. Has Wells Fargo terminated any of its debt collectors for not meeting a targeted
number of calls per hour?

Response: See response to #44 above.

46. Has Wells Fargo disciplined any of its debt collectors for not meeting a targeted
collection amount per month?

Response: Sce response to #44 above.

47, Has Wells Fargo terminated any of its debt collectors for not meeting a targeted
collection amount per month?

Response: Sce response to #44 above.

48. Describe all metrics that Wells Fargo uses to determine incentive compensation for
employees engaged in debt collection.
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Response: As of April 1, 2018, for our Card & Retail Services, we increased the base pay for all
our debt collectors and eliminated the use of incentive compensation for our employees engaged
in debt collection activities.

Student Checking Accounts

In August 2018, the CFPB’s Student Loan Ombudsman Seth Frotman resigned after, as he
alleged, his superiors suppressed a report investigating campus debit cards. That report
was refeased to the public in December 2018. According to the report, studénts with active
college-endorsed Wells Fargo accounts paid on average $46.99 in fees over a 12-month
period during the 2016-2017 academic year, the highest of any bank that offers college-
sponsored student bank accounts.*

49. For each year from 2016-2018, how much fee revenue did Wells Farge generate from
students holding a Wells Fargo coliege-endorsed account?

Response: The Department of Education {DOE) requires schools to provide “the number of
students who had financial accounts under the contract at any time during the most recently
completed award year, and mean and median of actual costs incurred by those account holders.”
The schools rely on financial institutions to provide this information so that they can comply
with the DOE regulation. However, because there is no uniform method for reporting this data,
there appears to be inconsistency in the reporting methodologies among campus card providers
and vendors providing other financial services that are subject to the regulation. Simply put, cach
financial institution decides how to provide what it believes to be the most accurate and
transparent information.

For cach of the 2016-2017 and 2017-2018 award years, Wells Fargo reported using a two-year
cohort of accounts linked to campus IDs. This approach includes all customers with campus
cards linked to financial account products such as checking accounts at any time during the two
years prior to the reporting cut-off date. Because Wells Fargo does not ask schools to send us
personally identifiable data about students that would allow us to monitor student status, the
publicly-reported cost data provided to our school customers has not excluded former students
whose ID cards or co-branded debit cards remain linked to Wells Fargo accounts after the
students leave school. Similarly, because we allow nonstudent campus 1D card holders, such as
facuity and staff, to participate in the Wells Fargo Campus Card Program, we expect some
nonstudent data to be reflected in the cost disclosures along with data about students and former
students.

In addition, it appears that other providers may have used a narrower approach in their DOE
reporting. For example, at least one provider appears to factor into its cost disclosures only
accounts that were newly opened during the most recent award vear. Had Wells Fargo
interpreted the regulation to allow us to report only newly opened linked accounts, we would

¥ February 5, 2018 Analysis from Bureau's Office for Students and Young Consumers, available at:
htips, .amazonaws,comy/files, consumerfinance gov/fidocuments/betfp foia_letter-to-departiment-
education_record 2018-02.pdf
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have reported far fewer active accounts, and our average fee per active account for the most
recent reporting period would have been roughly $27 a year, which is more in line with our peer
mstitutions (full service banking providers of campus card services).

Prior to choosing to bank with Wells Fargo and link their school ID to a Wells Fargo account,
students are given stmple and clear disclosures that outline the services and fees that come with
their accounts. Customers who link their campus card to a Wells Fargo Everyday Checking
account are not charged a monthly service fee for that account. With tools like automatic zero-
balance alerts and 24-hour mobile and online account access, combined with service
enhancements we have made to reduce potential fees — such as not charging an overdraft or
return item fee on any transaction of $5 or less, and not charging an overdraft fee if an account
balance is overdrawn by $5 or less — and our extensive ATM network offering no-fee cash
access, our customers are well positioned to avoid fees. In fact, over 40% incurred no fees,
almost 80% paid costs below the mean, more than 60% of students paid no ATM fees, and more
than 80% paid no overdraft fees. Finally, with the changes in our program outlined below, we
would expect further reductions in fees over time.

50. Did Wells Fargo communicate with any CFPB or Department of Education officials
regarding the CFPB report that was made public in December 20187

Response: No.
51. What‘actions, if any, did Wells Fargo take in response to the 2018 report?

Response: Wells Fargo is always working to improve how we serve our customers, including
students who participate in our Campus Card program. We reviewed the public data studied by
the CFPB, and have announced improvements to our Campus Card Program. Those
improvements, which launched in March 2019, include: (a) one overdraft/non-sufficient funds
fee refund per calendar month; (b) no fees for overdraft protection transfers from a linked
savings account; (¢) four withdrawals from non-Wells Fargo ATMs per monthly fee period with
no fee from Wells Fargo; and (d) one incoming domestic or international wire fee refund per
calendar month.

52. Has Wells Fargo taken any actions to reduce the fees it charges college students?

Response: In March 2019, Wells Fargo introduced several new benefits to its Campus Card
Program to reduce fees for college students. These new benefits include: (a) one overdraft/non-
sufficient funds fee refund per calendar month; (b) no fees for overdraft protection transfers from
a linked savings account; {c) four withdrawals from non-Wells Fargo ATMs per monthly fee
period with no fee from Wells Fargo; and (d) one incoming domestic or international wire fee
refund per calendar month. In addition to these benefits, which are specific to the Campus Card
Program, Wells Fargo is helping all its retail customers avoid fees with tools such as “Overdraft
Rewind,” automatic zero-balance alerts, and 24-bour mobile and online account access. We are
also reducing potential fees by not charging an overdraft or return item fee on any transaction of
35 or less, and by not charging an overdraft fee if an account balance is overdrawn by $5 or less.
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Layoffs

In September 2018 Wells Fargo announced it planned to reduce its workforce by five to ten
percent.

53. Since September 2018, how many employees has Wells Fargo laid off in the United
States?

Response: Between September 1, 2018 and April 9, 2019, Wells Fargo notified 3,391 team
members that their positions were being eliminated. Of that total, approximately 810 team
members have been reassigned to either short-ferm or permanent positions within Wells Fargo,
and some portion of the short-term positions may become permanent as well. As a result,
approximately 2,580 team members have been displaced from Wells Fargo since September 1,
2018. Wells Fargo currently has over 20,000 job openings, and is committed to working with
displaced employees to find new positions within the company.

54. Since September 2018, how many employees has Wells Fargo hired overseas?
Response: 3,902,

55. Since September 2018, how many employees has Wells Fargo laid off in its U.S. call
centers?

Response: Wells Fargo does not classify any team members as “call center” employees.

56. Since September 2018, how many employees has Wells Fargo hired to work in its
overseas call centers?

Response: Wells Fargo does not classify any team members as “call center” employees.

Congresswoman Jovee Beaity:
Question #1

In your 10-Q filing from August 2618, your company stated that “an internal review of the
Company’s use of a mortgage loan modification underwriting tool identified a calculation
error that affected certain accounts that were in the foreclosure process between April 13,
2010 and October 20, 2015, when the erroxr was corrected.” Additionally, the filing stated,
“as a result of this error, approximately 625 customers were incorrectly denied a loan
modification...in approximately 400 of these instances, after the loan modification was
denied or the customer was deemed ineligible to be offered a loan modification, a
foreclosure was complete.” Wells Fargo later updated those numbers to 870 customers who
were incorrectly denied a loan and your cornpany had improperly foreclosed on 545 of
these customers.
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What explains the gap between identifying the ervor in October 2015 and disclosing the
error nearly 3 years later in August of 20187

Response: Wells Fargo did not disclose the calculation error in the Home Preservation
Application (“HPA™) tool in October 2015 because a review of a sample of accounts at that time
showed that the error had not harmed customers. In 2018, while reviewing an unrelated issue,
Wells Fargo re-reviewed the HPA tool error and determined that, in fact, it had impacted loan
modification decisions between April 2010 and October 2015. Wells Fargo then disclosed this
information in its second quarter 10-Q filing in August 2018.

Question #2

To increase diversity among head coaches and general managers in the National Football
League, the league instituted the “Rooney Rule,” whereby every team has to at least
inferview a minority candidate in the hiring process of a new head coach and general
manager. Implemented in 2003 for head coaches and in 2009 for general managers, the
Rooney Rule has been credited with increase diversity among NFL head coaches. For
example, in the 12 seasons prior to the rule, the NFL had only six non-white head coaches,
while the first 12 seasons the rule was instituted, the league added 14 coaches of color.
Other organizations and corporations have taken notice of this diversity and inclusion
strategy, including companies like Xerox and Amazon.

Can vou discuss the role this rule, or similar ones have played within Wells Fargo?

Response: In 2016, 1 instituted a new policy that essentially implemented the Rooney Rule at the
Bank, which required a diverse slate of candidates and diverse interview panels for senior
management and executive positions, two to five levels below the CEQ.

Question #3

One area of focus within the diversity and inclusion space that I am particularly interested
in, that I don’t thinks gets enough attention is the diversity of money. And what I am
referring to when I say diversity of money are activities such as asset management.

Can you describe any initiatives at Wells Fargo to diversify your asset managers,
investment advisors and any broker-dealer firmns that Wells Fargo has a contractual
relationship to help manage customers wealth?

Response: The Wells Fargo Tovestment Institute (WFIT) sources diverse-owned, as well as
diversified asset management firms and strategies for its recommended list from a number of
different sources, including proprietary and non-proprietary databascs, industry contacts, and
client referrals.

Additionally, WFII participates in a number of Wells Fargo sponsored events throughout the year
for WFII, Wells Fargo Advisors (WFA), which is Wells’ broker-dealer, business to meet with
minority owned asset management firms to better understand their capabilities, and to discuss
opportunities to join the Wells Fargo platform, including navigating our onboarding process.
WFII's goal is to add eight more diverse owned asset managers to its recommended list in 2019,
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Furthermore, the head of Wells Fargo’s Global Manager Research business, Greg Maddox, is a
member of National Association of Sccurities Association (NASP), and has presented at NASP
events where he has discussed some of the aceess challenges for diverse owned asset managers
and diverse financial services professionals in general. These have been informative and highly
productive sessious. In addition, Hazlitt Gill from WFII spoke recently at a NASP event in San
Francisco focused on diversity, inclusion, and access for diverse financial services professionals
along with other senior leaders from two large California state pension funds and some
California foundations. These types of events bring Wells Fargo manager selection leaders and
analysts in closer and more regular contact with diverse owned asset managers and provides
opportunities to explore partnerships and other engagement with small and large diverse owned
agset management firms.

Finally, WFII believes that attracting and retaining diverse analysts is also important to establish
a culture of equality and openness. The research team at Wells Fargo responsible for screening
and selecting reconmmended managers for our clients is itself a diverse team (close to 50% arc
cither a minority, female, or both), and has a goal of hiring more diverse analysts in the future.

Congressman Jesus “Chuy” Garcia:

1. Wells Fargo paid a $1 billion fine last year for cheating car insurance castomers. When
it comes to fixing such problems, you initially indicated that you would ge “above and
beyond the actual financial harm as an expression of our regret for the situation.”
However, your regulator (the OCC) has flunked you on that effort. Earlier this month,
The Capitol Forum reported that Wells Fargo has directed workers to slew-walk
remediation, and in at least one instance, a manager reportedly instructed remediation
workers not te research cases thoroughly. Is it time for you to hand this remediation
effort over to a neutral firm that will prioritize paying customers back as quickly as
possible? Would Wells Fargo consider having the remediation handled by a third party
so that the new complications that have surfaced since 2017 can be addressed swiftly?

Response: With respect to any issue that negatively impacts our customers, Wells Fargo is
responsible for making things right. That applies to collateral protection insurance (“CPI™)
programs, as well as to any other issues we need to remediate. In some cases, it may be
appropriate to involve third partics to assist us in those cfforts while in other cases it may not be.

With respect to CPI in particular, Wells Fargo has used, and continues to use, third parties in
developing and executing our remediation efforts. For example, third parties have helped us
identify impacted customers and provide compensation. Additionally, we are using a third-party
administrator to manage the process of contacting affected customers and sending checks to
those who are owed money. We also have devoted significant internal resources to ensure our
CPI remediation is carried out correctly and comprehensively. There was no top-down directive
“not to research too deep” in order to not remediate customers.

We are confident that our remediation is reaching all impacted customers, and we are sending

out remediation checks without requiring our eligible customers to take any action to receive
compensation owed to them. Any customers that have questions can find information about our
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remediation plan on our website, including contact information should they wish to reach out to
us. We encourage them to come to us with any questions or concerns.

2. In December 2018, Wells Fargo agreed to a $575 million settiement with all 50 state
attorneys general for vielation of state consumer protection laws, including impreper
charges for auto insurance loans. Ilineis drivers comprise a considerable pertion of the
victims in these cases, and are owed nearly $11 million in compensation as a resulf of
this settlement. Yet according to a letter sent to the Senate Banking Committee last
year, drivers in some states will need to submit evidence that they were pushed into
unneeded insurance before proceeding with a full refund. In other states, complete and
full refunds are being made with no questions asked. Why is Wells Fargo applying a
different standard to drivers entitled to remediation in different states? What barriers
exist to providing full refunds under a presumption that drivers were wronged, as Wells
Fargo is reportedly doing in Arkansas, Michigan, Mississippi, Tennessee, and
Washington? Are llinois drivers not entitled to the same remediation as drivers in
states where Wells Fargo is presuming drivers were wronged?

Response: Auto loan agreements typically require borrowers to maintain physical damage
insurance on the vehicle that is collateral for the loan. CP1 is a product that protects auto lenders
and customers from financial losses that would otherwise occur when a borrower’s vehicle is
damaged if the borrower did not have their own physical damage insurance.

Beginning in 2016, Wells Fargo identified several categories of customers who may have been
harmed by CPI placements. One group involves customers who were potentially harmed by
having CPI placed even though they had their own physical damage insurance. Another group
mvolves customers in five specific states (Arkansas, Michigan, Mississippi, Tennessee and
Washington) who did not receive disclosures that verbatim matched the model statutory
language in those states.

We are tailoring our remediation to the precise impacts experienced by affected customers. Any
customer who had duplicative CPI placed is automatically eligible to receive a refund of (a) fees
that were assessed to the account potentially because of the duplicative coverage; (b) interest the
customer paid to finance their CPI premium; and (¢) any unnecessary CPI premium that has not
already been refunded. Wells Fargo will also compensate these customers for the loss of use of
their funds over time.

Additionally, any customer in one of the five abovementioned states who did not receive the
verbatim disclosure language will receive a refund of CPI premiums and interest not previously
refunded, as well as assessed fees potentially caused by the CPI placement. Even though Wells
Fargo is not aware of any harm from the improper disclosure, we are providing remediation even
if the customer did not actually have physical damage insurance at the time CPI was placed.

Finally, we will provide additional remediation if improper CPI placement could potentially have

contributed to a loan default that resulted in the repossession of the customer’s vehicle, or
charge-off of the customer’s loan on the Bank’s books. Customers who experienced a

21



286

repossession are also invited to participate in an independent third-party mediation process at no
cost to them if they believe the remediation amount is insufficient to address their situation.

Wells Fargo is eliminating burdens on customers where possible. For example, customers
cligible for remediation will not need to take any action to receive a remediation payment.
Where customer action is required, Wells Fargo strives to make customer action as simple and
casy as possible (e.g., by only requesting minimal information necessary). For example, where
our records reflect the customer actually needed CPI, the customer will be invited to submit the
identity of their insurance carrier for the relevant time period so that Wells Fargo can evaluate
eligibility for refunds if the customer had their own physical damage insurance. Wells Fargo is
also delivering compensation and benefits to all impacted customers as quickly and consistently
as practicable.

3. What type of investment hedge instrumients does Wells Fargo utilize on mortgages? Did
any of the 545 homeowners who were improperly foreclosed on through a “software
glitch™ last year own loans in Wells Fargo’s portfolio? Did you collect mortgage defanlt
insurance on the properties that were wrongfully foreclosed on, and if so, how much? Is
Wells Fargo willing to share its information on mortgage default insurance, credit
default, or derivative hedges against these particular mortgage borrowers? What types
of investment hedge instruments (credit default swaps/or any type of derivative hedge
type instruments) does Wells Fargo utilize against credit cards, student loans, aute
loans/ insurance, mortgage and corporate/business loans, as well as on customer
accounts?

Response: No accounts were improperly foreclosed on through the HPA tool error, a5 the loans
at issue were already in foreclosure at the time of the error. Wells Fargo owned the loans for ten
of the customers impacted by the issue. Wells Fargo made an insurance claim on only one of
those loans, for $15,000. Any other mortgage insurance would have been paid to investors who
owned the accounts.

Like other financial institutions, Wells Fargo participates in credit swaps and derivative hedges
in order to provide consistent and stable cash flows, to reduce risk exposure, and to reduce
transaction costs. With respect to mortgages, Wells Fargo uses a variety of products to hedge
risk, but it does not have any loan level hedges or derivatives that would apply to a customer
account specifically.

Congressman Ed Perlmutter:

1. How do Guaranteed Auto Protection (GAP) policies and premiums differ in the 11
states in which you issued refunds from the other 39 states?

Response: In indirect auto lending, GAP products are sold by auto dealers to customers when
they purchase a vehicle. Individual auto dealers choose which GAP products to offer to
customers, and customers choose whether or not to buy them at the time of the vehicle purchase.
Wells Fargo does not market or sell GAP to indirect auto lending customers. Auto dealerships
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and the companies that administer the GAP product receive the amount paid for GAP following
vehicle sale.

GAP offers customers additional protection beyond a standard automobile insurance policy. Ifa
customer has an accident and the vehicle is totaled, GAP could help pay off the loan balance not
covered by their primary insurance.

A number of states have laws regulating different aspects of GAP, and the GAP agreements vary
to reflect the requirements of the state in which the GAP product is offered.

The question references the distinction between states in which Wells Fargo manages GAP
refunds and states where dealers handle that process. The differences between these groups of
states are based on differences in state law, not differences in GAP policies or premiums.

Customers may be eligible for a refund of a portion of the amount paid to the dealer for GAP
when their loans end early (for example, due to carly payoff or trade-in of the vehicle) or if there
is a repossession. Beginning in June 2017, Wells Fargo took over management of issuing
refunds to customers with GAP in the states with laws that require lenders to ensure that GAP
refunds are made when customers’ loans end carly. Historically and today, the prevailing
industry practice is for dealerships to handle this process. Since Wells Fargo implemented this
process in June 2017, the process has expanded and now includes 11 states with Jaws that require
lenders to ensure a refund (AL, CO, IN, 1A, MD (for GAP insurance only), MA, NV, OR, TX,
VT, and W) (the “Minority Rule States™) plus three additional states (NE, SC, and OK). In
these states, Wells Fargo makes GAP refunds to eligible customers and seeks to recoup the
refunds from the dealers that sold the GAP product. The 39 states which do not require Wells
Fargo to ensure GAP refunds are made when loans end carly are referred to as the “Majority
Rule States.”

2. Approximately how much does Wells Fargo still owe in GAP refunds in the 39 states
over the past five years?

Response: Wells Fargo does not owe GAP refunds to indirect auto lending custormiers in the
Majority Rule States. In those states, the responsibility for making the refund belongs to the auto
dealer and GAP administrator who sold the GAP product and received the amount paid for GAP
from which the refund is made.

3. What percentage of GAP refunds does Wells Fargo issue to customers nationwide cach
year?

Response: Wells Fargo’s goal is to refund 100% of eligible customers in states where Wells
Fargo manages the GAP refund process. Since Wells Fargo took over management of this
process in June 2017, more than 56,000 GAP refunds have been issued following early loan
payoffs. Wells Fargo also has enhanced its processes relating to GAP refunds following
repossession in order to ensure that customers in states with laws that require lenders to ensure
GAP refunds arce issued those refunds. )
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4. You testified with respect to GAP insurance :
“I'The] transaction was actually a transaction between the customer and the auto
dealer. We were not involved in the customer’s decision to buy that insurance.”

I understand the original transaction is between the customer and the anto dealer. But
by the time a customer pays off a loan that Wells Fargo bought from the dealer, hasn’t
Wells Fargo been assigned the dealer’s obligations under the lean which includes the
GAP addendum?

Response: Typically, GAP products are structured as an addendum to the finance agreement,
which is assigned to Wells Fargo for loans that Wells Fargo acquires from auto dealers. The
obligations of Wells Fargo, the dealer, and the GAP administrator relative to GAP are governed
by specific language set forth in the respective financing agreement and GAP addendum, by state
law, and by the agreements between Wells Fargo and the dealer and the dealer and the GAP
administrator. While certain obligations are assigned to Wells Fargo when it acquires a loan
with GAP, under most GAP agreements, these do not include an obligation to make a GAP
refund automatically upon early loan payoff. Some GAP forms used in Minority Rule States
specify that the indirect lender must ensure the refund, consistent with state law. In these states,
Wells Fargo makes GAP refunds to eligible customers as described in response to question #1
above regardless of the whether the GAP agreement specifically imposes this obligation on
Wells Fargo.

5. You testified that in eleven states Wells Fargo refunds unearned GAP fees to the
customer automatically when the customer pays off the loan. What is the purpose of
requiring the customer to send a special notification demanding a refund when an early
oan payoff is made in the remaining 39 states?

Response: Wells Fargo does not draft the GAP agreements, but we understand that the purpose

of refund request provisions in GAP agreements is to ensure that the party who has the refund

obligation and who received the funds from which the refund is made is aware of the customer’s
request for a refund.

Wells Fargo manages the issuance of refunds to customers with GAP in Minority Rule States
when those customers’ loans end early, even though Wells Fargo did not sell GAP or receive the
amount the customer paid for GAP. Additionally, Wells Fargo has enhanced its communications
with customers and dealers in all states, to provide customers with information on GAP products
purchased from dealers and to facilitate GAP refunds by auto dealers.

6. You testified that “it is not our responsibility to ensure that customers receive those
[GAP] refunds from the dealers who receive that money — it never went through Wells
Fargo.” When a customer finances the GAP insurance and Wells Fargo buys that loan,
which I understand is the norm, doesn’t Wells Fargo coilect the amount of the GAP
insurance as part of the customer paying off the full amount of the loan?
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Response: In indirect auto lending, Wells Fargo acquires financing agreements originated by
auto dealers. If a custormer chooses to purchase GAP (or other products) from the dealer, the
customer may choose to finance all or part of that purchase. The dealer and the Company that
administers the GAP product, not Wells Fargo, receive the amount paid for GAP. Wells Fargo
receives principal and interest payments on the loan.

7. When Wells Fargo does a “hardship refinance” of a customer’s auto lean, I understand
Wells Fargo gives the customer a credit for the unearned GAP without requiring that
customer to request a refund from the auto dealer or GAP administrator. Itis my
understanding Wells Fargo then goes out and collects the amount of the unearned GAP
fee that it credited to the customer from the dealer or GAP administrator. Why doesn’t
Wells Fargo employ a similar process when a customer pays off the loan early?

Response: In the situation you describe, if a customer with GAP seeks to refinance his or her
Joan, it is the customer’s responsibility to cancel any aftermarket products with the dealer. In the
states in which Wells Fargo took over the responsibility for ensuring refunds following early
payoff, however, those refunds are issued automatically to eligible customers.

Congresswoman Katie Porter:

1. Wells Fargo bought the Guaranteed Automobile Protection (GAP) loans in question in
Armando Herrara et al. v. Wells Fargo Bank et al. Under the GAP Addendum, once
Wells Fargo acquires the loan, it is the ONLY contracting party with the consumer and
thus the only party with the contractual obligation with the consumer to refund the
money.

Because the cost of GAP is included in the loan, when Wells Fargo collects the entire
amount owed on the loan, they are collecting the amount paid for GAP. While Wells
Fargo may have a separate side deal with others to get reimbursed later, or to pay the
refund on Wells Fargo’s behalf, this does not change the fact that Wells Fargo is the
party contractually ebligated to ensure the consumer receives the refund.

‘When a consumer purchases a GAP Addendum for their auto loan, does Wells Fargo
agree that if the consumer's automobile is stolen or “totaled,” then Wells Fargo will
waive the difference (the “gap™) between what the customer owes on the loan and what
the customer reccives from their insurance carrier?

Response: In indirect auto lending, GAP products are sold by auto dealers to customers when
they purchase a vehicle. Individual auto dealers choose which GAP products to offer to
customers, and customers choose whether or not to buy them at the time of the vehicle purchase.
Wells Fargo does not market or sell GAP 1o indirect auto londing customers. Auto dealerships
and the companies that administer the GAP product receive the amount paid for GAP following
vehicle sale. The obligations of Wells Fargo, the dealer, and the GAP administrator relative to
GAP are set forth in state law, the financing agreement and GAP addendum, and in agreements
between Wells Fargo and the dealer and between the dealer and the Company that administers
the GAP product. The specific terms of these agreements vary. The prevailing industry practice,
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which is reflected in these agreements, is for dealers to provide GAP refunds to borrowers,
because the dealers are the party that sells the GAP product to customers, collects the amount
paid for GAP following vehicle sale, and have a relationship with the GAP administrator.
Historically, Wells Fargo followed the industry practice.

When we identified a deficiency in our controls around tracking of dealer refunds in 11 states
with laws that require lenders to ensure a refund (AL, CO, IN, 1A, MD (for GAP insurance only),
MA, NV, OR, TX, VT, and WI) (the “Minority Rule States™), we took over the management of
issuing refunds to customers with GAP products whose loans ended early in those states. In
these states, Wells Fargo makes GAP refunds to eligible customers and secks to recoup the
refunds from the dealers that sold the GAP product. The claims in the lawsuit you refer to are
based on plaintiffs’ allegations that Wells Fargo is obligated to provide GAP refunds
automatically in all states under the terms of the GAP agreements. They are not based on state
laws that require Wells Fargo to ensure GAP refunds were made. We disagree with the
allegations in that lawsuit that Wells Fargo engaged in any wrongdoing. While certain
obligations are assigned to Wells Fargo when it acquires a loan with GAP, under most GAP
agreements these do not include an obligation to make a GAP refund automatically upon early
loan payoff. Some GAP forms used in Minority Rule States specify that the indirect lender must
ensure the refund, consistent with state law. In these states, Wells Fargo makes GAP refunds to
cligible customers as described above.

In response to your question, the terms of GAP are set forth in the GAP agreements, which vary
in their particulars. Generally speaking, GAP waiver agreements provide that if the collateral
vehicle is subject to a total loss, the lender will waive the right to collect on certain amounts
which may be owed to the lender after payment of the total loss by the customer’s auto insurance
company. Again, the details of the benefits provided by GAP vary among GAP agreements.

2. Under the GAP Addendum, if the loan is terminated early, is the customer entitled to a
pro rata refund of what they paid GAP?

Respense: As noted above, the terms of GAP are set forth in the GAP agreements and vary in
their particulars. Many, but not all, GAP agreements provide that a customer may receive a
partial refund of the amount paid for GAP if the customer pays off his or her loan early. Specific
eligibility requirements and the details of how the refund amount is calculated vary among GAP
agreements.

3. When a customer pays off a loan early, does Wells Fargo automatically provide the pro
rata refund for GAP to the consumer? Why or why not?

Response: Historically and today, the prevailing industry practice is for dealerships to handle
management of GAP refunds to customers following an ecarly payoff. Since June 2017, Wells
Fargo manages the process of issuing refunds to customers with GAP products whose loans
ended early in the Minority Rule States, plus three additional states (NE, SC, and OK). In these
states, Wells Fargo makes GAP refunds to eligible customers automatically and seeks to recoup
the refunds from the dealers that sold the GAP product.
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4. Why weuld a consumer be required to send a written notice to Wells Fargo that the
Ioan has been paid off early as a condition for receiving the refund? Doesn’t Wells
Fargo already know the loan has been paid off?

Response: Although Wells Fargo does not draft GAP agreements, we understand that one
purpose of refund request provisions in the GAP agreements, which commonly require the
customer to request a refund from the dealer or GAP administrator, is to ensure that the party
who has the refund obligation, and who received the funds from which the refund is made, is
aware of the customer’s request for a refund.

5. ‘What percentage of customers request a GAP refund? Please provide data
disaggregated by state.

Response: In the states for which Wells Fargo administers the refunds, cligible customers whose
loans end early receive refunds automatically. In most states, however, customers’ requests for
GAP refunds go directly to the auto dealers who manage the refund process, or to the company
that administers the GAP product. As a result, Wells Fargo does not have data on the percentage
of customers in these states who request a GAP refund.

6. Over the Iast 6 years, how much has Wells Fargo collected and kept in GAP fees?

Response: As described above, in Wells Fargo’s indirect auto lending business, GAP products
are sold by auto dealers to customers when they purchase a vehicle and it is the dealerships and
the companies that administer GAP products, not Wells Fargo, who receive the amount paid for
GAP following vehicle sale. Additionally, in September 2015 Wells Fargo sold Warranty
Solutions, a subsidiary of Wells Fargo Dealer Services, which administered GAP. This
subsidiary would have received revenue from GAP sales, but because of the sale in 2013, data on
the GAP fees received by Warranty Solutions is not available,

7. How much is the average GAP refund due? Please provide data disaggregated by state.

Response: The table below provides the average GAP refund by state issued since Wells Fargo
took over management of issuing refunds in June 2017,
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oo b Post June 2017
Origination | rage Refund

State b R

AL $336

CO $202

1A $376

iN $210

MA $353

MD $211

NE $72

NV $504

OK $305

OR $480

sC $212

TX $652

VT 3314

Wi $294

Total $322

8. Is Wells Fargo agreeing to provide GAP refunds in 11 states without written requests
for refunds? Why not in the other 39 states, like California?

Response: Sec response to #3 above.

9. Isit true that there has been a nationwide class action filed against Wells Fargo in my
district that is secking to require Wells Fargo to refund the money in all 50 states? Is
Wells Fargo planning on enforcing the class action waivers in Wells Fargo’s arbitration
provision to prevent that class action from going forward?

Response: There is a putative class action pending in the Central District of California relating to
GAP. No class has been certified. Wells Fargo has not filed a motion to compel arbitration.
Wells Fargo has been informed that the plaintiffs intend to amend their complaint. Wells Fargo
will assess the appropriateness of arbitration when we receive the amended complaint.

10. If Wells Fargo enforces the class action waiver, would that will mean each individual
consumer will have to file a separate lawsuit for $3407

Response: Customers” loan agreements differ, and contain different avenues for potential relief.

Congresswoman Avanna Pressley:

Mvr. Sloan, I remain concerned over Wells Fargo’s complete disregard for the growing gun
violence epidemic across the country and continued ties with the National Rifle Association
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and gun manufactarers. In the last year alone, there have been approximately 340 mass
shootings. In the Massachusetts 7" Congressional district, there have been nearly 2,200
gun vielence incidents over the last 5 years.®

1. AsImentioned in the hearing, according to an article released in October 2018,” Wells
Fargo was one of the largest financiers of the gun industry. Since 2012, Wells Fargeo
provided a $40 million line of credit for Sturm Ruger, a prominent manufacturer of
assault style weapons. In answering my question about Wells Fargo's relationship with
the National Rifle Association and gun manufacturers broadly, you stated that your
company had divested from financing gun companies. However, this information was
not included in your company’s filings with the Securities and Exchange Commission
(SEC) as filed most recently in September of 2018.% I respectfully request greater
clarification about your statement and your company's ongeing relationship with the
gun industry. Specifically, please provide further information on:

a. Any bapking services and preducts provided to the National Rifle Association.

Response: We have a declining banking relationship with the NRA. As has been reported
pubtically, the NRA moved its credit relationship and maintains multiple relationships with other
financial institutions around the country.

Wells Fargo is deeply concerned about gun violence and is committed to being an engaged
partner in the dialogue about enhancing community safety. To that end, Wells Fargo has
announced that it will invest more than $10 million over the next three years to support
nonpartisan research on gun violence prevention in our communities and fo fund scalable pilots
in communities that explore potential enhancements to school safety. Wells Fargo looks forward
to collaborating with others on solutions to address this important issue.

b. Any banking services and products provided to the National Rifle Association of
America Political Victory Fund.

Respense: For confidentiality reasons, it is not our practice to conument specifically on the
nature or terms of customer relationships, whether the customer is a consumer, a company or an
organization.

¢. Any banking services and products provided to the National Rifle Association
Special Contribution Fund.

Response: For confidentiality reasons, it is not our practice to comment specifically on the
nature or terms of customer relationships, whether the customer is a consumer, a company or an
organization.

¥ “Cun Violence Archive.” Gun Violence Archive, 25 Mar. 2019, www gunviolencearchive.ors/

¢ Ibid.

7 Mosendz, Polly. “Wells Fargo, the NRA’s Bank, Doubles Down on Gun Industry.” Bloomberg § Oct. 2018 Web.
25 Mar. 2019.

® Federal Election Commission, 25 Mar. 2019, http://docauery. fec. govicei-bin/forms/CO0033353/12601 14/
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¢. Any banking services and products provided to the National Rifle Association
Civil Rights Defense Fund.

Response: For confidentiality reasons, it is not our practice to comment specifically on the
nature or terms of customer relationships, whether the customer is a consumer, a company or an
organization.

e. Any banking services and products provided to the National Rifle Association
Freedom Action Foundation or any other National Rife Association affiliate.

Response: For confidentiality reasons, it is not our practice to cormment specifically on the
nature or terms of customer relationships, whether the customer is a consumer, a company or an
organization.

f. Any current and prior banking services and produets provided to Sturm Ruger
or any other gun manufacturing company.

Response: Firearms manufacturers are among the hundreds of different industries that Wells
Fargo banks. For confidentiality reasons, it is not our practice to comment specifically on the
nature of terms of customer relationships whether the customer is a consumer, a company, or an
organization. With respect to gun manufacturers, we have a strict due diligence process that
monitors our customer’s adherence to all state and federal laws in order to be a customer of the
bank.

2. Please provide more detail on the size of your company's past investments in gun
manufacturers over the past two years as well as the dates that you may have
terminated your relationship with these companies including Sturm Ruger? In your
response, please include dates and documents related to the divestment from Wells
Fargo or other related subsidiaries.

Response: Wells Fargo Asset Management oversees $476 billion in assets under management
(AUM), as of 3/31/19, for a broad range of clients, including investment professionals and
institutional and individual investors, Of its total AUM, $89 billion is in equities. As an assct
manager, we have a fiduciary duty to maximize long-term, risk-adjusted returns in light of each
client’s investment strategies and objectives. We do consider material ESG issues in the selection
of investments, but we must evaluate these considerations in light of the client's stated
investment objectives. Across all of our equity strategies, as of 4/18/19 we have $33 million
invested in firearms and munitions manufacturers and retailers,” which represents 0.04% of our
total equities under management.

3. How much did Wells Farge make in overall profits from it’s |sic] relationship with the
National Rifle Association, any of its affiliates or any gun manufacturing companies?

“ Defined as at least 4.9% of total company revenues coming from firearms and niunitions sales.
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Response: For confidentiality reasons, it is not our practice to comment specifically on the
nature or terms of customer relationships whether the customer is a consumer, a company, or an
organization.

Congresswoman Rashida Tlaib:

On page 100 of the 2018 Wells Fargo & Company Business Standards Report (available at
(https://wwwiB, wellsfarcomedia.com/assets/ndf/about/cornorate/business-standards-
report.pdf), a number of tools for measuring and managing employee satisfaction are
listed. Questions below are provided to Wells Farge CEO, Tim Sloan.

a. Please provide the Committee with summaries of the results of each of the following
surveys for FY2016, FY2017, and FY2018 as described in the Business Standards
Report: “Team Member Experience surveys,” “Pulse surveys,” and “Exit surveys.”

Response: Wells Fargo does not publicly share the results of the listed surveys.

b. Please provide the Committee with a blank copy each of the following surveys for
FY2016, FY2017, and FY2018 as described in the Business Standards Report: “Team
Member Experience surveys,” “Pulse surveys,” and “Exit surveys.”

Response: Wells Fargo does not publicly share its surveys.

¢. Please provide the Committee with a summary of the following Wells Fargo metrics for
measuring employee satisfaction for FY2016, FY2017, and FY2018 as described in the
Business Standard Report: “completion of training courses,” “percent of diverse
workforce,” and “voluntary team member attrition.”

Response: Wells Fargo does not publicly share these metrics.

Please indicate whether members of Wells Fargo’s executive leadership team are willing to
meet with representatives of the Committee for Better Banks, made up of current and
former Wells Farge employees, to discuss employee satisfaction and workplace
expectations and culture. If ves, please provide the name(s) and contact information of the
Wells Fargo employee who will arrange that meeting.

Response: A Wells Fargo Human Resources leadership team met with team members affiliated
with the Committee for Better Banks in June 2017. Since then, Wells Fargo executives have
repeatedly expressed their willingness to meet again with team members affiliated with the
Committee for Better Banks to discuss their concerns. Those team members have been in contact
with Wells Fargo leadership and have all necessary contact information to arrange any future
meetings.
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